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Balance Sheet Valuations 


By Epwarp D. PAGE 


Balance sheets have been made by bookkeepers from time 
immemorial for the information of owners of businesses. So long 
as the business man understood the meaning of the items in his 
balance sheet it made very little difference what terms were used 
to express them. Few words were necessary to answer the main 
question—What is my net worth? Assets of merchandise and 
cash and receivables against debts were quite sufficient to show 
the balance of net worth in a mercantile business. An item of real 
estate and machinery added to the asset column adapted this 
statement to the needs of a manufacturer. If he and his few 
creditors were satisfied this was enough. So long as his character 
was above reproach, and his ability was annually affirmed by a 
constant increase in the net worth, his credit, for as much as he 
needed of that commodity, could be depended on. I can remember 
when all that was needed to maintain a credit was to show a 
satisfactory figure for net worth without any explanations as to 
how it was made up, and let it go at that. Few dispensers of 
credit paid much attention to balance sheets—hardly even to their 
own, unless they were in some way displeased or disappointed 
with the final result. 

But three things happened. First, a small number of artful 
and scheming tricksters found out how little was required to 
obtain credit, and, simulating the honest trader, built up credits 
by inflated asset valuations until their rapidly depreciating re- 
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ceivables and their rapidly vanishing cash forced failure. I well 
remember one nominally solvent woolen firm that went to the 
wall, with a million dollars in mining stocks valued at the par 
printed on the certificates as their chief asset. The treasurer of 
one of the most important cotton mills in Massachusetts for a 
while paid dividends and floated his paper on the strength of a 
stock of merchandise with whose cost he annually compounded 
the six per cent. interest that he figured had become a part of 
the cost as a carrying charge. Another mill treasurer kept himself 
for a while from failure by valuing his real estate and machinery 
at its cost, whereas when his credit clock ran down it was found 
to be so hopelessly obsolete that what had stood on the statement 
at a million and three-quarters sold for only seventy thousand 
dollars. This led to a call for more complete balance sheets and 
for some analytical ability in reading them. 

Second, not only did business grow but industry became more 
complex, and so the capital required for their efficient operation 
increased at a rapidly advancing ratio. In 1860, $50,000 went as 
far in establishing a cotton mill as $350,000 in 1910. By average, 
an iron furnace could be run with only $86,265 capital at the 
former date, while half a century later its average need was 
$2,344,139. And so corporations took the place of private con- 
cerns, and with a large number of untechnical stockholders came 
the call for more elaborate reporting of business results. 

Third, with the expansion of business came the need. on the 
part of growing business for a broad and flexible basis of credit, 
while with the expansion of banking came a demand for liquid 
investment for secondary reserves in commercial paper. The 
bankers—once bit, twice shy—asked for more detailed informa- 
tion, and, as usual, they got what they wanted. 

And so the preparation of a balance sheet has taken its place 
among the arts, and even the interpretation of one requires con- 
siderable skill. There is a deplorable lack of uniformity in the 
practice of preparing them, and I am making bold to present these 
notes with the hope that they may serve as the basis of some dis- 
cussion as to a more complete standardization of the terms and 
methods used in arriving at a true statement of mercantile con- 
ditions. 
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Balance Sheet Valuations 


I. There are several methods by which the assets of an 
industrial business may properly be valued for the purpose of a 
statement of condition: 


a. At prime cost; 

b. At cost of reproduction ; 

c. At sale or realization price; 

d. At value for use; 

e. At an arbitrary value, generally less than any of the above, 
designed to eliminate all possibility of the inclusion, in the divisible 
surplus, of any values that could be destroyed by market fluctua- 
tions. 


II. It must not be forgotten that all valuations are estimates. 
Real value can only be determined by conversion through sale 
and reduction of the proceeds to cash. In a going business it is 
seldom convenient at the arbitrary date chosen for the prepara- 
tion of a statement of condition to establish real values, although 
there are some individual instances of conversion of assets into 
cash or debts receivable for balance sheet purposes. It is obvious 
that this method can-be applied only to businesses dealing in 
instantly convertible securities or staple commodities. But by 
such a procedure the owners temporarily go out of business for 
valuation purposes. And, since the profits of most businesses are 
dependent upon the assumption of the risks involved in the 
holding as assets of instruments of production or commodities 
for future use or sale, to attempt the conversion of all such 
assets into real value at any one time or of instruments of pro- 
duction at any time would be liquidation and subversive of the 
purpose for which such organizations are formed as going busi- 
nesses. Consequently we must resort to one or more of the 
methods of estimation stated in I. 


a. Periodical statements of condition are valuable 
(1) for the information of the present and prospective 
owners and administrators of a business; 
(2) for the information of creditors, present and pros- 
pective. 
b. From the comparison of two or more balance sheets the 
drift of a business may be inferred. To make com- 
parisons of use a standardized system of valuation should 


243 











The Journal of Accountancy 


be chosen and adapted to the conditions of the business. 
If profits are distributed at fixed intervals it is espe- 
cially important that no undistributable valuations be 
included in the balance of profit and loss. 


Ill. The assets of any business fall naturally into five cate- 
gories : 
A—Fluid assets : 
1. Cash 
2. Debts receivable: 
(a) accounts, not past due and, 
(b) notes, not extended. 
B—Assets for liquidation: 
1. Merchandise: 
(a) Raw materials for conversion ; 
(b) Finished product for sale; 
(c) Materials in process of manufacture. 
2. Investments; advances on collateral; notes and ac- 
counts past due. 
C—Fixed assets: instruments of business: 
1. Real estate 
Buildings 
Machinery 
Furniture and fixtures 
Investments in subsidiaries. 


mek WN 


D—Intangible assets : 
1. Patents 
2. Leases and contracts 
3. Franchises 
4. Goodwill. 

E—Fictitious assets: 

1. Unamortized discounts on funded debts 
2. Organization expenses 

3. Losses not written off 

4. Debit balances of profit and loss. 

A—It is customary to estimate the valuation of fluid assets 
at their face or book values. Cash, if on hand or deposited in 
solvent banks, needs only to be stated. Debts receivable are also 
fluid because they liquidate automatically, and as it is the modern 
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practice to charge immediately against the profit and loss account 
all failed accounts, and all such as are long overdue or otherwise 
deemed entirely or partly uncollectible, the sum of debts receiv- 
able may be appraised at face value, subject in most businesses to 
insignificant deductions. But in order completely to cover the 
loss from bad debts, however trifling, there is a growing practice 
among conservative accountants to segregate from the profit and 
loss balance a reserve for bad debts, which by recurrent transfers 
is kept at a little more than the amount which has been determined 
by experience to be the average percentage of loss on the accounts 
receivable existing at any given time. If fluid assets are subject 
to a term of credit or to discount for cash a suitable reserve 
should be carried to cover unearned interest or other possible 
deductions. 


B—Assets for liquidation, requiring time and effort to resolve 
into fluid assets, are subject to the fluctuations of the market as 
well as to the perils of possible mismanagement or errors of judg- 
ment. They should therefore be valued more conservatively than 
fluid assets. 


(1) Merchandise: 


(a) The resale of raw materials is sometimes easy and inex- 
pensive ; sometimes very difficult and expensive, especially when 
bought for a particular purpose. There are several ways of 
valuing such materials, viz., (A) at prime cost; (B) at cost 
of reproduction or repurchase, but generally by a combination 
of A and B, at whichever is the lower of the two. Sometimes 
freight is added to the prime cost, more often it is not. Some- 
times the net realization or resale price is used, against which, 
of course, back freightage and sales costs are deducted. There 
is much to be said in favor of the combination of methods 
A and B; for, inasmuch as time is required for the conversion 
of most raw materials, there is always some likelihood that 
the market value at the time of actual conversion may be as 
low as the lowest. Anything added to the profit and loss account 
by reason of an advance in raw materials is always a paper 
profit unless the business in which they are to be used is to 
liquidate immediately and cease operations. The real and only 
profit is when the materials are finally converted and sold for 
cash or a good credit. Even one whose business is simply that of 
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dealing in the raw material would be counting his chickens before 
they were hatched if he were to include as profit in his balance 
sheet an advance in the price of his raw materials before that 
profit had been realized by a sale. 


The case against adding freight to the cost of raw materials 
when estimating their value for the purposes of a balance sheet is 
simply that it is an unrealizable part of the cost if the material be 
resold. The argument in its favor is that it forms a part of the 
cost at factory, and as such should enter into the material cost 
of the product, rather than by way of an overhead charge. This 
may be a reasonable view, but, if adopted, a reserve against 
unrealized freight should be set up on the liability side of the 
balance sheet and taken from the surplus of profit and loss. 


The most conservative method of estimating the value of raw 
materials used in manufacture is to carry them on the books at a 
fixed value or base rate irrespective of cost. Such a fixed value 
should always be low, so as to absorb all probable market fluctua- 
tions. The value of this method is twofold. It prevents the 
addition in rising markets of excess values to the profit and loss 
account before they are actually realized and acts as a deterrent 
to its improvident distribution in dividends, while in falling 
markets it absorbs automatically the losses which otherwise will 
result from enforced markdowns in values as material markets 
decline. 


(b) While finished products ready for distribution are gen- 
erally valued at cost unless this is greater than market value, it 
is perhaps safer to use the base rate above referred to for the 
raw material item in finished costs. This method shortens the 
valuation processes, or enables a perpetual inventory system to 
be installed, and facilitates the making of frequent trial balances 
based on fixed valuations—to be corrected by revision at longer 
fixed intervals. For purposes of arriving at real costs of the 
finished product the differences of raw material values can then 
be calculated as frequently as required and applied by addition at 
short notice to the amount of raw material contained in the 
product. A business which uses this method is in no danger 
of deceiving itself by the addition to its distributable profits of 
temporarily increased valuations which subsequently have to be 
written off—generally at a time when real profits are likewise 
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Balance Sheet Valuations 


declining. The continual marking down or marking up of the 
valuation of assets for liquidation is one of the ways in which 
producers manage to make themselves think that business is 
worse than it really is in every period of declining prices and 
better than it really is in periods of advancing values. 


(c) Merchandise in process is generally valued at cost of 
materials plus labor up to the process which it has reached. It 
is safer practice to take all goods in process only at the valuation 
of the materials contained in them. Under conditions of semi- 
completion this is their outside sale value and in the event of the 
stoppage of production all they would realize. This method also 
simplifies materially the work of inventory and reduces the time 
and labor applied to it. 


2. Investments if capable of valuation by an actual and open 
market and if intended to be sold may be taken at the sale or 
realization price; if not capable of such valuation, at cost; and if 
unproductive should be subject to the establishment of such fair 
and reasonable reserves for depreciation as may protect the 
owners of the business from loss in case for any reason it may 
be desirable to dispose of them. In such circumstances it is 
much easier and pleasanter to realize a profit on such a sale than 
to be obliged to write off a loss; and this plan avoids an incentive 
to improvident distribution of unrealized profit and loss balances. 
The value of advances on collateral generally made for long 
terms is naturally dependent upon the worth of the collaterals 
and the credit of the borrower. It is by no means easy to place 
an exact and stable valuation on the resources and ability of a 
long term borrower, for it is quite possible that his responsi- 
bility may materially alter before the collection of the loan. If 
the collaterals are not easily valued or have depreciated, a reserve 
should be established against such a loan, to be restored to the 
profit and loss account if the loan be successfully liquidated. 

Notes given for past due accounts or demand notes, payable 
at the pleasure of the borrower, are seldom worth their face 
value and should be valued accordingly or, if valued at par for 
bookkeeping purposes, should be protected by a depreciation 
reserve. 

C—The fixed assets of any going business are less capable of 
accurate appraisal than either fluid assets or assets for liquida- 
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tion. They generally represent a prime investment of the capitai 
required to establish a business, in the essential and necessary 
instruments by which, with the aid of liquid capital, labor and 
organizing ability, materials purchased may be converted into 
merchandise fit for resale at a profit over cost. Inasmuch as the 
expectation of this profit is the inciting cause for the investment 
of capital in forms from which it cannot readily be withdrawn 
it is apparent that at the start the real estate, buildings, ma- 
chinery, furniture and fixtures and investments in sttbsidiaries 
in which it is locked up should be valued on the books at prime 
cost. Inasmuch as its fixed assets, except in cases of monopolies, 
are rarely regarded as anything more than an accessory resource 
in the estimation of the amount of credit which any business is 
to enjoy and inasmuch as any different value could only be 
established by a process of liquidation, which is not one of the 
contemplations of a going business, they should never be valued 
in the balance sheet at more or less than prime cost, modified 
however by the following considerations : 


1. Real estate, except where it is a part of the business to 
improve real estate for sale, should not be advanced in estimated 
value so as to increase the profit and loss account, lest a business 
which shows its willingness or desire to add to its apparent dis- 
tributable balance by estimated and unrealized profits in outside 
operations be judged to have failed in the normal operations for 
which it was organized. There is only one touchstone of a profit 
i Outside operations, and that is cash or good security in hand 
as the result thereof. 


2. Buildings. While the prime cost of the buildings neces- 
sary for the accommodation of a business is the main determinant 
of their valuation on the balance sheet, yet the fact must not be 
overlooked (a) that there is a limit, however long, to the physical 
life of a building no matter how well maintained, and (b) that 
there is a more subtle and somewhat indeterminate limit to its 
value for use, due to the progress of invention. If the physical 
life of a building be estimated at fifty years a reserve of two 
per cent. of its cost can be carried annually from the profit and 
loss to a depreciation account which may be charged with its 
replacement. It is true that structures built at times of low 
building costs may appreciate in cost of reproduction at times of 
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high building costs, but it would be injudicious to carry such 
fluctuations into a profit and loss balance as it certainly would be 
a great hardship when a similar loss of value occurs if the net 
earnings of the operations of the business should have to be 
charged with such loss. But over and above physical deprecia- 
tion there is always at work in the fixed assets of industry the 
subtle influence of new processes and new methods of economy or 
efficiency and these have a constant tendency to impair the value 
of a building through its lack of proper spaces or of proper 
arrangement for new methods of production exacted by com- 
petition. This renders an old building so much less effective 
than a new one that estimates of the effective life of most factory 
buildings should be still further reduced and increased reserves 
established to meet this contingency. If the prime costs be 
maintained among the assets and the reserves for depreciation 
be segregated among the liabilities a fair measure for insurance 
valuations will generally be maintained; but accurate replace- 
ment values, which are what insurance adjusters are concerned 
with, will in any event have to be established independently. 
Experience has shown that they are a poor index to the valua- 
tion that should appear on the balance sheet, and that they vary 
materially, with the form of insurance written as well as with 
the market for building materials and labor. Frequent changes 
of valuation of fixed assets engender suspicion in the minds of 
dispensers of credits by continual fluctuation in the valuation of 
fixed assets and the carrying of such written-up valuations into 
the profit and loss account. 


3. Machinery, both from wear and tear and from obsoles- 
cence, tends to deteriorate more rapidly than the general run of 
industrial buildings. Being itself a commodity a machine also 
fluctuates in value, and these fluctuations often succeed one 
another with great rapidity. For example cotton revolving top- 
flat cards have sold at $425 and $550 within the same year, and 
within two years’ time from the minimum rose as high as $600. 

In a mill of 40,000 spindles the extremes of variation in the 
value of the machinery installation if estimated at current market 
prices may easily be $100,000—an embarrassing addition if taken 


into inventory, equally certain to be lost another year. 
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It seems from this consideration that either prime cost or value 
for use is the fair, as it is the customary, method of machinery 
valuation rather than that of the variable cost of reproduction 
or sale price. In opposition it may be urged that machines when 
set up lose at least one-fourth of their cost value before they 
are turned over, and one-half within a year, and that the progress 
of invention often materially reduces within a few years their 
value for use or efficiency as compared with later models. But 
there is no reason why this, like the other fixed assets used in 
the business, cannot in justice to the owners be carried at cost 
among the assets and suitably depreciated by a periodical transfer 
from profit and loss to a depreciation reserve, so that, when the 
time comes that the machine must be replaced by a more efficient 
one, the result can be accomplished without a withdrawal of the 
cost from a single year’s income. In regard to insurance the ma- 
chinery account, like that of buildings, is a matter of the actual 
reproduction value of the plant. This may be more or less than 
cost, dependent on the machinery market of the year in which 
the loss is made. The valuations placed upon machines by the 
appraisers of mill mutual companies are generally full and 
without reference to their value for use, for the income of their 
companies depends in large measure upon a full measure of 
underwriting on every plant. 


4. Experience has shown that the item of furniture and 
fixtures is the most elusive of all assets valuations in the balance 
sheet. Lenders of credit have suffered very heavy losses by 
admitting values claimed for these items of fixed assets. The 
best practice is to write them entirely off by charging them to 
earnings during a term of five years. 


5. Investments in subsidiaries should be valued according 
to the return which they bring into the treasury of the parent 
concern with the expectancy of a high yield, say 8% or 10% on 
par. If unproductive, good reason should be shown for not pro- 
viding some form of amortizement for at least a part of invest- 
ment. 


D—Intangible assets, patents, leases, contracts, franchises 
and goodwill. There can be no rule laid down for the valuation 
of these assets, which often have real values and are a part of the 
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earning capacity of many going concerns. It may be observed 
that patents tend to decrease in value as they approach the limits 
of their statutory term, and that there is with them always the 
risk of being supplanted by more efficient devices. This should 
be recognized by a plan of amortization proportioned to the life 
of the patent. Long term leases as well as long term contracts 
have sometimes a definite market value for resale, which may be 
recognized in the balance sheet; this also tends to decrease year 
by year and calls for liberal amortization. Franchises, if irre- 
vocable, have a very distinct and definite place in the balance 
sheet of a concern which has the usufruct of a natural monopoly, 
and are capable of a definite valuation, which, however, is gen- 
erally disregarded by the asset appraisers of public utility cor- 
porations where the item most customarily is in evidence. Good- 
will established by widespread publicity represents the invest- 
ment of capital, but it may easily be lost or depreciated in com- 
petition with greater publicity and a better product. 

Lenders of credit are usually somewhat impatient with valua- 
tions of intangible assets in a balance sheet. The tendency is to 
blue-pencil them and deduct them from the resources of the firm, 
on the ground that whatever they may mean in times of pros- 
perity they are of no use to pay debts with in times of trouble. 

But if meaningless to creditors it does not follow that they 
may not have a real meaning to owners when used to effect 
adjustments in the division of earnings between capitalists, in- 
ventors and the builders of a long established but recapitalized 
enterprise. Why would it not be possible to represent such 
values, when incorporated, by shares of stock of no par value, 
sharing equally with capital stock in the earnings, but receiving 
in liquidation no more than the sale value of the intangibles? 
This would avoid the question of the balance sheet valuation of 
intangible assets, which at best is knotty and difficult. 

E—Fictitious assets are merely bookkeeping devices to pre- 
serve a balance of the books, and to permit the increment of 
profits for the year to be displayed, without influence from the 
business transacted in previous years. They should be subjected 
to rigid amortization at ratios proportioned to their origin: 





IV. The liabilities of any business fall naturally into six 
categories. 
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A—Quick debts: 
1. Accounts payable for merchandise ; 
2. Accrued payrolls ; 
3. Demand notes payable ; 
4. Deposits of employees. 
B—Deferred debts: 
1. Interest accrued ; 


2. Term notes discounted ; 
3. Funded debts, debentures, mortgages, etc. 


C—Contingent debts : 
1. Dividends declared but unpaid ; 
2. Endorsements on notes or other obligations ; 
3. Liabilities on incomplete contracts. 


D—Reserves set aside from earnings: 
1. For working capital ; 
2. For various depreciations in the assets ; 
3. To cover unforeseen or apprehended losses, de- 
pendent upon contingencies. 


The balance of the foregoing categories with the valuations 
of the assets constitutes the surplus or net worth of the business. 
It is either: 

E—Fixed capital—representing the investment of the owners 
in the form of: 

1. Common stock ; 

2. Preferred stock; 

3. Income debentures ; 
4. Surplus funds; or 


F—Profits or distributable income—what remains after de- 
ducting the capital items from the surplus. 

The discussion of the propriety of incurring any of the three 
classes of debts in any given business is no part of this summary. 
The valuation of liabilities is generally much simpler than that 
of assets. If books are honestly kept the amounts appearing 
thereon are in most cases the correct amount. It is only in the 
case of contingent debts that there can be any such difficulty 
as to valuation as will produce changes in the surplus. (1) 
Dividends are often declared for an entire year and may be upon 
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occasion entirely or partly suspended—in which case their valua- 
tion as liabilities may be reduced to correspond with the amount 
actually to be paid. (2) Endorsements on the notes or other 
obligations of solvent debtors should not be a part of the balance 
sheet unless such obligations are valued as assets. It is not 
customary so to value them but in lieu thereof to note them at the 
foot of the statement so that they may not be concealed and so 
deceive. (3) Liabilities on uncompleted contracts are not custo- 
marily valued in going businesses, as the corresponding asset of 
the value of such contracts is not generally included in the assets 


V. It will be observed that the information desired by both 
owners and creditors and presented by the balance sheet finds its 
summary in the surplus, or net worth, which for the further con- 
venience of the owners is classified as either fixed capital or dis- 
tributable income. In a copartnership the profits form a fund 
beyond which the partners may not withdraw without depleting 
their capital. In a corporation it is the measure of dividends, all 
amounts necessary for the conduct of the business or for the safe- 
guarding of the investment having been previously reserved or 
set aside until such time as the final liquidation or termination 
of the business shall make them either a certain charge against 
the valuation for whose protection they are specifically appro- 
priated or returnable to the owners. Experience has shown that 
unless such reserves are systematically established and stated in 
the accounts, there is a resultant uncertainty as to the amount of 
profits actually divisible and this uncertainty has as often led to 
over-division as to under-division—a distribution of what is not 
due and should not be distributed which has sometimes led to 
disaster. 


VI. The principles laid down with reference to valuations are 
little else than those generally adopted by credit analysts in their 
determination of the amounts which in their own minds they con- 
sider safe to extend, as a credit, to the character, ability and net 
worth of any given organization. A statement being only a means 
by which net worth is announced, and net worth being only one 
of the elements of credit, it is conceivable that a considerable 
credit may still be enjoyed either without a statement or with an 
unsatisfactory one. Nevertheless it must be conceded that, other 
things being equal, a well-considered, well-arranged and satisfy- 
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ing statement adds greatly to the mental satisfaction on which 
the extension of a credit is based and upon its face may bear the 
impress of both conservative and skilful practice so as to rein- 
force and perhaps in a measure to disclose the character and the 
ability of the men who made it. Under such conditions it is an 
undoubted asset of the business whose affairs it summarizes. 


VII. Is it necessary to add a consideration of the value to 
any business of so wide a zone of credit and of the ability so to 
inform a large circle of intending lenders that an abundant supply 
of short time credit may always be available for a mercantile 
concern? In the long run short time credit is always cheaper 
than any other form of indebtedness, for not only is the average 
rate of interest lower but its cost may be eliminated without 
premium the moment the necessity for its use has passed. In 
proportion as the opportunity of profit comes at short notice and 
for realization demands prompt action, so does the value of a 
quick call upon the loan market without the delays incidental to 
authorizations, investigations or indentures become of importance 
to the administration of a modern business, in which these con- 
ditions are so apt to prevail. Lenders regard the net fluid assets 
of any concern as always a safe measure of its borrowing 
capacity, to which in the case of a manufacturing concern with 
unencumbered plant may always be added a considerable propor- 
tion of its assets for liquidation. 
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Classification and Certification of Profits* 
By Joun R. Lywn, C. P. A. 


The arrangement of the items in a profit and loss account 
naturally depends very largely upon the character of the enter- 
prise, whether a railroad, public service corporation, financial 
institution, or an industrial or commercial company. In the first 
named instance the account would doubtless be prepared in con- 
formity with the classification promulgated by the interstate com- 
merce commission, although in some special circumstances, where 
a statement of operations might be required for purposes other 
than to be submitted to the commission, some deviation might be 
made in order to exhibit certain conditions for special considera- 
tion of, say, members of the board or bankers. 

Public service corporations, such as electric railways, electric 
lighting and power companies, gas companies, and telegraph and 
telephone companies, water lines and express companies, coming 
under the jurisdiction of the interstate commerce commission, 
would also generally follow the classification prescribed by the 
commission. Companies doing an intra-state business only are 
required in some states to use the classification promulgated by 
a state commission, although it would be entirely permissible to 
prepare accounts, as before cited, in such manner as would exhibit 
or accentuate the features requiring special consideration. 

Manufacturing companies are not furnished with a classifica- 
tion by federal or state authorities or advised of the manner in 
which their accounts should be kept, except that in the matter of 
tax returns, both federal and state, it should be possible to draw 
from the books those data needed to report properly upon the 
several forms of returns furnished. During recent years some 
manufacturing companies have endeavored so to classify their 
accounts that these returns could more readily be prepared from 
the books and that in case of an investigation by the government 
agents the returns could be reconciled with the book accounts. 





* A paper read before the Pennsylvania Institute of Certified Public Accountants, 
February, 1916. 
255 








The Journal of Accountancy 


An appropriate classification for a manufacturing concern 
would follow somewhat this form: 








PEE Ae ere et nes ae 

Less—Returns, allowances and discount ...... 

Serre 

Deduct—Cost of goods sold.......... nee eee 
EE vin dieungeds ccapiesdéheks P sntave 

Deduct—Cost of selling.............. Misiaece 

Administration and general expenses sw wwe, eee eee 
Net profit from operations ............ OS cvavac 
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De sienks 
Deduct—Interest on bonds........... Peers 
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Surplus brought forward from preced- 

DP ((abcetiietetheittbheckuses 5 «  - wwe 
Total surplus available ................ D iiiin'n'sn 
cc tk abasaeenes oo» is) Eepieilimain 
Surplus carried forward............... eee 


Further details in respect of the items in the foregoing sum- 
mary may be shown in separate exhibits. 

The intermediate totals on the summary furnish a compre- 
hensive idea of the loss or gain which accrues from the several 
sources, taken in the order of a natural sequence. Thus, from the 
net sales is deducted the cost of the goods sold, leaving the gross 
profit, which is subject to a deduction for the cost of selling and 
the expenses of management, etc. After these deductions are 
made, the net profit from operations is shown. In this manner 
the relation of the cost to the sales is readily discerned as well as 
the relation of selling and other expenses to the gross profit. 
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Classification and Certification of Profits 


Income from sources other than the business in which the 
company is engaged is shown separately and interest on debt and 
other fixed charges are shown as specific deductions. The total 
then remaining would represent the surplus for the year. In cases 
where some extraordinary profit or loss might be derived or 
incurred from sources outside of the normal functions of the 
business these items would be shown separately as additions to 
or deductions from surplus earnings. 

A statement of profit and loss in which the constituent ttems 
are displayed in this manner presents for consideration step by 
step the results of the operation and the relation of each to the 
final total. In order, however, to prepare a statement of this 
nature, it may be frequently necessary for the accountant to 
analyze the accounts and to reconstruct them on the basis of the 
classification indicated. If the accountant is to prepare and 
certify to such a statement it naturally follows that his investi- 
gation should be of sufficient scope to enable him to express the 
opinion that the account both as to classification and total is a 
correct presentation of the profits for the period, or that it is sub- 
stantially so. To do this his examination must necessarily include 
not only the trading and profit and loss accounts but also the 
balance sheets at the beginning and closing of the period. In fact, 
in some circumstances it may be found necessary to examine 
accounts of prior years, particularly in order to establish the 
adequacy or otherwise of the depreciation rates and the values in 
connection with inventories of merchandise, etc. 

For the preparation of an account in more detailed form or of 
separate exhibits in further amplification of the condensed form, 
the primary accounts relating to sales and expenses would furnish 
the necessary information. In some cases the names of the 
accounts and the amounts carried from them to the profit and loss 
account would constitute the extent of the additional detail. This 
might be supplemented by related data in the nature of classifica- 
tion of the several kinds of goods sold, showing the amount ob- 
tained under each class and, probably, if carried still further, the 
amount realized on each unit of product sold and the relative 
cost thereof. Opposite the various items of revenue would be 
stated the ratio of each to the total revenue, and opposite the 
various items of expenses the ratio that each bears to the total 
revenue or to the total expenses. Supplemental statements of the 
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results by districts, branches or agencies would in many cases 
present valuable information. 


In the published annual reports of steam roads, electric rail- 
ways and other public utilities the income account as a rule 
classifies the various activities from which the revenues are 
derived, but the reports of industrial companies generally contain 
little detail relating to or classifying the revenues. The exhibits 
presented in this respect usually commence with an amount stated 
to be the total earnings from operations for the period, followed 
by the amounts deducted for depreciation, interest and dividends. 
Some reference to operating details may be found in the text 
portion of the report, prepared and signed by the president or 
other important officer of the company, which might be with regard 
to the volume of business or a classification of the production 
and units produced. However, in most cases it would be found 
impracticable to obtain from the information given the figures 
necessary to check the amount shown as revenue on the income 
statement. These reports usually refer more specifically to 
expenditures in connection with extensions and betterments, to 
certain financial transactions appertaining to the issuance or retire- 
ment of obligations, to sinking funds and to provisions for depre- 
ciation, etc. 


In these annual reports, as a general rule, the only reference 
made to the profits by the independent auditor is that contained in 
the certificate, which is usually appended to the balance sheet, and 
which after reciting the opinion that the balance sheet shows the 
true financial position at the date thereof, concludes with a state- 
ment to the effect that the relative profit and loss account (or 
income account) is a fair and correct statement of the earnings 
for the period. 


Examinations which are made to ascertain the financial position 
of a company and its earnings for a number of years, probably 
for the purpose of financing or selling the business, should be 
conducted so as to result in the presentation of a true statement 
of the profits in a manner that could not be readily distorted or 
misunderstood. 

Although more properly related to audit procedure, it may 
not be out of order to mention in passing some features that are 
common to many examinations of this character. 
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Classification and Certification of Profits 


Appreciation of values developed by an appraisal or revalu- 
ation of plant is not an operating profit. There seems to be no 
question as to the truth of this statement unless it were determined 
by an analysis of the plant account that the amount carried on the 
books was incorrect. This condition might arise through either 
the inclusion or exclusion of proper entries in the account. In 
the case of companies which follow the practice of charging new 
equipment to operating expenses as a measure of providing for 
depreciation, it may be found that (taking such items into con- 
sideration) the amount so provided may fall short of or exceed a 
proper provision based on the original cost and probable life of 
the plant assets. 

Expenditures for maintenance improperly charged to plant 
account will be developed through an analysis of the plant account. 
When found these charges should be taken from the account and 
included in the proper expense classification. 

The cost of patent rights should be ascertained and the amount 
ratably distributed over the term of the grant, or over a shorter 
period in case the patent has been acquired by the company after 
some of the time under the grant has expired. It is true that after 
a patent has expired by limitation, even though a renewal has not 
been obtained, certain goodwill in respect thereof remains, but 
this is of an indeterminable value, and it would not be possible 
to lay down any trustworthy method for its appraisement. 

Values of goods inventoried at the beginning and at the end of 
the period should be carefully scrutinized, the inventories being 
compared one with the other and any differences noted. The cost 
of manufactured product on hand, whether finished or in process, 
should be investigated to see that the costs carried in the inventory 
do not include such expenses as would probably fall under the 
head of selling or management expenses and therefore apply to 
the period as expenses and not merchandise assets. 

Unfinished shop orders for plant maintenance, which are fre- 
quently found among the inventories, should also be properly 
classified. 

Direct charges to profit and loss or surplus should be scrutin- 
ized to make sure that operating, cost or other expense items are 
not included. If such items are found, they should be properly 
restated in the group to which they belong. 
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From the profits of subsidiary, affiliated or controlled com- 
panies, especially where the companies interchange their products, 
each probably being a factor in the progressive process of manu- 
facture, and where the results are thrown together in one profit 
and loss account to enable the stockholders to view the business 
as a whole, the inter-company profits reflected in inventories of 
goods on hand should be eliminated. The effect on the con- 
solidated balance sheet is a reduction in the total value of goods 
on hand with an equivalent deduction from the profit and loss 
account. 

Total earnings for a term of years should not be stated ratably 
for each year unless the actual earnings for each year are also 
shown. 

In drafting a certificate the facts disclosed by the examination 
should be clearly stated and the salient features accentuated. The 
form is not fixed, but should be adapted to the particular circum- 
stances, using care in the selection of terms and words so that no 
meaning may be read into the certificate other than that which the 
accountant wishes to convey. This may at times entail the 
preparation of a lengthy certificate, but it would be proper to 
present such a certificate rather than to omit reference to the 
vital features. 
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Uniform Accounting System for California 
Counties 


By Wa TER K. MITCHELL, C.P.A. 


The state board of control, under the authority of an act of 
the legislature, has—through its superintendent of accounts, C. L. 
Avery—devised a uniform system of accounts for counties of 
California, which is now being installed as speedily as practicable. 

Some time ago I was engaged in applying the prescribed pro- 
cedure to the financial affairs of one of the boards of education 
and, as a part of the work, the accounts for the fiscal year ended 
June 30, 1915, were reconstructed to conform to the new plan. 
The results obtained were most gratifying. 

It is a well-known fact that some of the best constructive 
work in this country has been accomplished by men connected 
with the government in one capacity or another, and it frequently 
happens that neither the public nor the interested profession 
comes in contact with their endeavors. A signal service has 
been rendered by Mr. Avery to the people of California and to 
the accounting profession at large, and one that will have a far- 
reaching influence. 

The uniform system is based upon scientific accounting prin- 
ciples and closely follows the general scheme advocated by the 
efficiency commission appointed some years ago by President 
Taft. It is, in fact, more a collection of advanced accounting 
principles than a set of rules and forms and is readily adaptable 
to any governmental department. 

In order that it may be better explained, on the following 
pages will be given a series of journal entries recording the 
transactions of the board of education previously mentioned, and 
following them will be found balance sheets as at June 30, 1915, 
and a revenue and expense statement for the fiscal year ended on 
that date, which exhibit in proper form the conclusions reached. 
It will be noted that the accounts of the district have been 
divided into two main divisions, i. e., capital and general, and that 
each of these divisions has been divided to show separately the 
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funding accounts from the proprietary group. Those in the 
former category deal with the estimated requirements and pro- 
visions made to carry out the financial programme for a definite 
fiscal period or for a period that is terminated by the exhaustion 
of a specific fund, such as one arising from a bond issue. 

While the purpose and function of the funding group of 
accounts is known to the accounting profession, the average 
public officer is unacquainted with the correct application of these 
accounts, although budget requirements and appropriations are 
generally accounted. Provision is made in this group of accounts 
for the accounting of revenue and construction fund requirements, 
which are closed as they are superseded by tax levies, contracts 
to sell bonds, etc., these latter accounts being closed by charges 
to unapplied cash surplus accounts as the actual cash is received. 

In the meantime appropriations have been set up, which are 
encumbered by requisitions, purchase and other orders, and simul- 
taneously reduced with the unapplied cash surplus accounts as 
actual liabilities are incurred. Thus it will be seen that the 
funding accounts are always one step in advance of the propri- 
etary group. 

One of the most practical features of the system is the pro- 
vision made for the certification of the remaining appropriation 
balances by the auditor on requisitions before they are approved 
by the board of supervisors, thus giving that body information 
that is essential to the proper administration of the financial 
affairs of the county. 

Requisitions, purchase orders and departmental orders are all 
accounted as appropriation encumbrances, the entries being 
reversed when the expenditure voucher is recorded. 

The proprietary group of accounts deals with what the cor- 
poration owns and what it owes. No explanation of this group is 
deemed necessary, as in it are found the ordinary asset and 
liability and revenue and expense accounts. 

The amounts of bonds outstanding have been purposely 
omitted from the balance sheet, as they are not liens on school 
property, but on general taxation. The total bonded indebtedness 
appears on the books of account of the county. The board of 
education is not concerned with their redemption, that duty 
falling upon the board of supervisors. 
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Uniform Accounting System for California Counties 


In order to save space the journal entries affecting the capital 
account are omitted. They are, however, based on the same 
principles followed in the general account entries entered below: 


STATEMENT OF JOURNAL Entries To Recast Avupitor’s ACCOUNTS IN 
ACCORDANCE WITH UNIFORM SYSTEM 


For the fiscal year ended June 30, 1915. 


GENERAL ACCOUNT—FUNDING SECTION 


No. 1 
Unapplied cash surplus............00..0055- $157,894 55 
Deferred charges to appropriations.......... 8,629 85 
Estimated revenue unappropriated...... $166,524 40 


To account the balances brought forward 
from fiscal year ended June 30, 1914. 


No. 2 
Estimated revenue requirements............ 1,484,397 50 
Estimated revenue unappropriated...... 1,481,680 19 
Estimated revenue in suspense......... 2,717 31 


To account estimated revenue require- 
ments for fiscal year ended June 30, 1915, 
and to set up a reserve for refunds 


No. 3 


Available current assets...........eccceeees 1,497,217 44 
Estimated revenue requirements........ 1,497,217 44 


To set up as an available asset the appor- 
tionments for state and special tax revenue 
by the county superintendent for the fiscal 
year ended June 30, 1915. 


No. 4 
Estimated revenue requirements........... 12,819 94 
Estimated revenue unappropriated...... 12,819 94 


To transfer from the account debited 
above to estimated revenue unappropriated, 
the balance in the former account represent- 
ing excess net revenue apportionments by the 
county superintendent above the amount 
originally set up. 
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OP Nes ree 1,497,217 44 
Available current assets................ 


To account the cash receipts of revenue 
apportionments made by the county superin 


tendent. 
No. 6 
Estimated revenue unappropriated.......... $1,518,084 20 
EE ST oF ee 


To account the net appropriations of the 
current year. 


No. 7 
Deferred charges to appropriations.......... 141,967 79 
Ne coc ccde reek hem aWancese-ne os 1,266,128 18 


To account the total liabilities incurred 
during the year and the adjustments in the 
stock accounts. The deferred charges repre- 
sent items going into the supply and shop 
departments. 


EE re re 103 05 
IN Rais, week ie SMR 
Estimated revenue unappropriated...... 


To account total amount of warrants can- 
celed during the year; $2.00 current and 


$101.05 old. 


No. y 
Available curremt aenets.......... ccc ccccees 5,093 51 
re eee 5,093 51 
Estimated revenue unappropriated...... 


ES Cc ieiasadua es: Svekiess 
Available current assets................ 


To record the miscellaneous collections by 
the secretary for fiscal year ended June 30, 
1915. The amount credited to estimated 
revenue unappropriated represents miscel- 
laneous income, while the amount credited to 
appropriations is for miscellaneous abate- 
ments. 
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Uniform Accounting System for California Counties 


No. 10 


Deferred charges to appropriations......... 4,536 14 
RID 6s. xbin <0 pede eensteecess 4,536 14 


To take into account values of inventories 
at sundry schools June 30, 1915. 


Agree «0665 cecssnck ae ste cab $145,108 01 
Deferred charges to appropriations...... $145,108 01 


To account issues from the shop and sup- 
ply departments during the year. 


AINE okie i dsksiicenceeadisateseaw 115,898 11 
Estimated revenue unappropriated...... 115,898 11 


To transfer from appropriation account 
back to estimated revenue unappropriated the 
unused balance in the former account at the 
close of the year on June 30, 1915. 

No. 13 


Une cnet omnis... ookcoiictcscccecaen 492 09 
Estimated revenue unappropriated...... 492 09 


To take into account the amount of the 
cash discounts earned during the year. 


No. 14 


Unapplied cash surplus. ..............e..00- 2,586 64 
Estimated revenue unappropriated...... 2,586 64 


To account the tuition fees received during 


the year. 
No. 15 
Appropriation suspense ..........sceeeeeees 1,929 22 
Reserve for outside orders issued...... 1,929 22 


To make proper record of outstanding pur- 
chase orders June 30, 1915. 
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Available current assets...............2200: 37 80 
Estimated revenue unappropriated...... 37 80 


To take into account accounts receivable 
June 30, 1915. 
No. 17 


Estimated revenue in suspense............. 2,717 31 
Unapplied cash surplus................. 2,717 31 


To account the tax refunds during the year. 


STATEMENT OF JOURNAL ENTRIES TO React AvupiTor’s ACCOUNTS IN 
ACCORDANCE WITH UNIFORM SYSTEM 


For the fiscal year ended June 30, 1915. 


GENERAL ACCOUNT—PROPRIETARY SECTION 


No. 1 
I, lida, cadbn hes Ook maer anes > aie $168,546 22 
Contingent fund, high school............... 40 00 
ed ica teat eaneeacantesnt 5,781 50 
ED 6. a cacentcannaeduntekens 2,848 35 
Vouchers payable ......... Ore ene $6,162 08 
Authorizations payable ................ 3,651 67 
PED si cacehictbebesiavews 837 92 
Reserve for contingent fund............ 40 00 
ID nc dcside ttanenedscoesa 166,524 40 


To record the balances brought forward 
from previous year. 


No. 2 
Receivable from county..........cccccceeee 1,499,804 08 
Revenue: (From state) .............. 96,327 56 
(From special tax)......... 1,398,172 57 
(From tuition fees)......... 2,586 64 
PON TT IB oio.es cwdneasccacscse 2,717 31 


To account the apportionments by the 
county superintendent and to set up a re- 
serve for refunds. 


Receivable from county................ 1,499,804 08 


To enter cash received from the county 
treasurer for apportionments made by the 
county superintendent. 
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No. 4 


Departmental accounts receivable—secretary. 5,095 51 
Revenue: 


(From miscellaneous—asparagus sold) 
(Real estate rentals earned).......... 
Abatement of expenses (property dam- 
ME, “CUD 64< ci nemiudeeenssveesaie 
Abatement of capital expenditures (sales 
of houses and equipment)........... 
Abatement of expenditures for capital 
GOGIID ic oo ose oc 0cb is scgeess esde tapes 
OE Rr re Pee 


To account the miscellaneous collections by 
the secretary during the year. The credit of 
$55.00 is for sale of house purchased with 
general funds. The $2.00 credit is for a 
current warrant canceled. 


SOE ion nnsconninarasadcseccnasemeise $5,095 51 
Departmental accounts receivable—secre- 
COTY ccccccccescccdcvceseccoececsecocs 


To account the deposits made by the sec- 
retary during the year. 


Be ee EET ers) Pe Ewe de 101 05 
Prior year’s warrants canceled.......... 


To report amount of old warrants 
canceled during the year. 


SNE 6 oak. 3.csdkeeaad oueseamns 4,536 14 
IES ORE ION ET 1,461,128 96 
Se IIE 6 Sai ncacccindesundoeacand ae 52,918 15 
CE got cdvccentccctsdouen 
See TE boo ccc ccnsencesssnceees 88,823 17 
Supply department .........ccccccccces 
WD MIE scccccckcsnvsusascicws 
Authorizations payable ................ 
PUT SUE. dc ccdkcccxeasncandcasses 


To account the total expenditures for the 
year, including those passing through the 
shop and supply departments. 
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Advances to capital account................. 54,428 91 
Re ee eer eererere 


To reduce expenditures account and charge 
the capital account with expenditures made 
out of the general funds for the benefit of 
the capital account. 


IN oat Cadivdx sx peered wee eao ek 54,428 91 


Advances to capital account............ 
To account transfer of funds from the 
capital account. 


I Ne as cat uceenabeeee eee 114,824 81 
FAMRRPISORONS DAVEE «2. 606s ccccccscccece 122,934 28 
NG 6 aa ks winks piae Meeeeees 1,222,906 87 
Treasurer 


Discounts earned 


To credit the treasurer’s account with the 
total disbursements for the year and to set 
up discounts earned. 


No. 11 


Di Tar CIE ox oan. 0 60agps ese scees $2,717 31 
BER oe PO CEE FETT. eT Te 


To account the total amount of tax refunds 
during the year. 


No. 12 
Expenses : 
ERE a 1,104,184 23 
(Operation of school plant).............. 84,197 34 
(Maintenance of school plant)... ...... 49,091 47 
(Administrative and miscellaneous)...... 96,035 49 
Advances to capital account................ 75,860 73 
Advances from capital account.......... 
OOD. Si dsccewescnctveriecwscens 


To clear the expenditure account and to 
take into account amount of expenditures 
by the capital account that were charged to 
expenses. 
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Advances from capital account............. 4,400 21 
Advances to capital account............ 4,400 21 


To transfer balance in former account to 
latter to arrive at net advances to capital 


account. 
No. 14 
Abatement of capital expenditures......... 1,674 00 
Abatement of expenditures for capital account 55 00 
Advances from capital account......... 1,729 00 


To transfer to the books of the capital 
account amounts of miscellaneous capital 
abatements received during the year, and to 
reduce the amount of expenditures for capi- 
tal account by the amounts received for 
these abatements. See preceding journal 
entry No. 4. 


No. 15 
Supelt Gane isi ire cdinnsn cease tek 274 06 
Stock adjustment account.............. 226 47 
ey GOOREONE x. deicasnc nee 47 59 


To record sundry adjustments made in the 
stock accounts June 30, 1915. See last entry 
in general ledger account entitled “supply 


stock.” 
No. 16 

Revenue: (Real estate rentals earned)..... $419 35 

CN IRONY io. satin ncekcmrccian 96,327 56 

(From apectal tax). .......004 1,398,172 57 

(From tuition fees)............ 2,586 64 

(From miscellaneous) .......... 200 00 

Prior year’s warrants canceled.............. 101 05 

DAS GUI ni sk acs 6s shone bn Seek es 492 09 

Sieele MI 5 a eh 6 hk Sho ewienn nde 296 64 

Abatensettt oF GHBORGES soic5 oon kite cbeciseves 2,782 96 
Revenue and expense account.......... $1,500,911 00 
REE ee ee Sr rere 101 05 
CD III 5 i565 58 cca d ern dndsaese 296 64 
Stock adjustment account............... 70 17 


To close nominal accounts with credit bal- 
ances to income and expenditure account and 
surplus. Old warrants canceled and excess 
stock above book inventory June 30, 1914, 
credited directly to surplus. 
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No. 17 
Revenue and expense account.............. 1,404,969 05 

Expenses : 
SE III 6 pee cei nein’ 1,104,184 23 
(Of operation of school plant)........ 84,197 34 
(Of maintenance of school plant).... 49,091 47 
(Administrative and miscellaneous)... 96,035 49 

Advances to capital account............ 71,460 52 


To close nominal accounts with debit bal- 
ances to income and expenditure account. 


No. 18 
Income and expenditure account............ 95,941 95 
ee .. s dckcuseeeesesessucs 95,941 95 


To transfer net income for year above ex- 
penditures to surplus account. 


No. 19 
RG CNRS os as i cess ceded scutes 37 80 
$14.00 
a re 23.80 
Revenue: (Real estate rentals earned).. 37 80 


To take into account rent due by —————— 
for use of house at Cardona School during 
April and three weeks of May, 1915. Also — 
take into account rent due by —————— 
house rent at same place pt Me April, 1915. 

No. 20 
I I 8 6 occ ccaendetces ates 3,488 91 
i (25, cakpuseeddesncneds 3,488 91 


To take back into account the total amount 
of unexpired insurance premiums June 30, 
1915, that had already been charged to ex- 
penses, as per schedule prepared. 


ENTRIES FOR SUBSIDIARY SECTION OF LEDGER 


No. 21 

Special fund: 

Balance on hand July 1, 1914............... 168,475 41 

Regular receipts during the year............ 1,408,673 08 
Disbursements, transfers and refunds... 1,312,231 88 

Salary fund: 

Balance on hand July 1, 1914.............. 70 81 

Regular receipts during the year........... 96,327 56 
III 5, 5 opindt sw eed ease ceuee 96,230 39 
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CAPITAL ACCOUNT BALANCE SHEET 
June 30, 1915 


FUNDING SECTION 


Debits 
Construction fund requirements: 

Bonds authorized—not yet sold...............ceeeeee $939,000 00 
Deferred charges to appropriations (inventory)............ 138 81 
Unapplied cash (excess of cash over immediate demands 

BO DORE. onc oc ccincccasheeeeeuetssceten ease 64,446 12 
TOME wvicadictis ce0cacsapeeiceeaanessed beaten $1,003,584 93 

Credits 
Construction fund authorizations : 

Unappropriated balance—bond issue May 14, 1914...... $1,003,584 93 

Tee ok. ccavecdidvacnndet seeeaese ce 200s eee $1,003,584 93 


PROPRIETARY SECTION 





Assets 
Cash: $340,401 41 
Bi COM TIving vos op sertcscstsass $340,401 41 
Inventory, supply department............... 138 81 
Fixed property and equipment : 3,205,562 28 
Balance as per ledger, June 30, 1914..... $2,529,975 00 
Add: 
Addition during year including 
uncompleted contracts ............. 669,604 59 
Library equipment charged to expense 7,711 69 
DOE ov cccndsciigmbabinssenstiensicatinet $3,207,291 28 
Deduct: 
ee WE OUI 5 isiinsd en cstaredces 1,729 00 
$3,546,102 50 
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Liabilities and surplus 





Current liabilities : $275,955 29 
I TIER: i aw ce<esdéheetweteken $176 86 
| rr 1,617 68 
Authorizations payable ................. 274,160 75 

Capital surplus: 3,270,147 21 
Cash and inventory in excess of current 

DEE foe, exec cdvckilanicuaneateg 64,584 93 
Fixed property and equipment.......... 3,205,562 28 
CN Ee eee re eee eee gS oe eee eee eee $3,546,102 50 


GENERAL AccouNT BALANCE SHEET 


June 30, 1915 


FUNDING SECTION 


Debits 
Available current assets (accounts receivable)............. $37 80 
Unapplied cash: 

(Excess of cash over immediate demands for cash) .... 252,800 47 
Appropriation suspense (purchase orders outstanding)..... 1,929 22 
Deferred charges to appropriations (inventories).......... 10,025 77 
PE arate hie eke sai ae click wa drei rae eae acces te hh ne Pee Li $264,793 26 

Credits 
Reserve for purchase orders issued..............-..0eeee. $1,929 22 
Revenue unappropriated (unexpended balance of revenue) 262,864 04 
ME Ou iens, AU REL SEEN SA wa ae TET as Gee aa Oaawn $264,793 26 
PROPRIETARY SECTION 
Assets ; 
Cash: $265,124 59 
i es ce ehesenesaadees $265,084 59 
Contingent fund, high school............. 40 00 
Pe PONRIIMIIEE, 5 6 i onic csnescsccesecs 37 80 
Inventories 10,025 77 
RN tee a de eS wheadewers 2,476 62 
RCE EEO ET TeT 3,013 01 
DL ae oe ee eee Penne 4,536 14 
SEE DIINO. cc csccecdvesssnoens 3,488 91 
Ce a a el a eae $278,677 07 
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Liabilities, reserves and surplus 


Current liabilities : 


Du GI: iiicdcnniatiackeheeesenam $1,227 33 

Vemines GOED nos oss cv cwktene eveuscies 5,256 78 

Authorizations payable «0.605566 06 secs 5,800 01 
Reserves : 

Cn TU. iiss viii gnconaee 40 00 

LisGRPi MITONEE 6< 6055 sc ciincensssdoe 3,488 91 


Revenue surplus: 


Balance as per ledger June 30, 1914...... $166,524 40 
Add: 
Adjustment of inventory supplies........ 296 64 
Prior year’s warrants canceled.......... 101 05 
CGRP ee ry re nr ry one eT $166,922 09 
Add: 
Excess of revenues over expenses, 
curient WE Sc xccccaveeseavenarkeeen 95,941 95 


$12,284 12 


3,528 91 


262,864 04 





STATEMENT OF REVENUES AND EXPENSES 


For the fiscal year ended June 30, 1915 


Revenues 


Social Getene’ Ws acc oc bd is cscs wesaeees 
Amount apportioned ..o..sicies ccccccsnsias $1,400,889 88 
Deduct: refund of taxes............ 2,717 31 
Contributions from the state................ 
"Tee Gi Cine nak vo dd ead csnansacs 
Real estate rentals earned............-s000: 
ee er en ee ee 
SR POOR 6556 os KFA 8s Kenmare 
Total. aah. GROMN, occas cnccicncsabucs aces 
School expenses ......... $1,237,473 04 
ee ae $1,104,184 23 
Operation ........... 84,197 34 
Maintenance ......... 49,091 47 
Administration and general 96,035 49 
Gross operating expenses. $1,333,508 53 
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$278,677 07 


$1,398,172 57 


96,327 56 
2,586 64 
419 35 
200 00 


$1,497,706 12 
1,330,303 65 











The Journal of Accountancy 


Deduct: 





Abatement of expenses 2,782 96 
Emetrwmctiom .....00% 2,063 39 
Operation ......... 96 99 
Maintenance ....... 351 07 
Total school .... 2,511 45 
Administration and 
ee 277 16 
Total abatements 2,788 61 


Less amount not ac- 
counted until July 
Sees 0% xs. 40 5 65 





Total operating expenses distributed.... $1,330,725 57 


Add: 


Amount necessary to adjust contract 
prices of 1913-14 inventory with 1914- 


Pre rrr ee errs 70 17 
Pe hshkd ec eudisandwcdbadwenes sacs evens 1,330,795 74 
Deduct : 

Cash discounts taken............... 492 09 








Operating surplus for the fiscal year ended 





ER ee er 167,402 47 
Deduct : 71,460 52 
Contributions to capital account, 
Expenditures for fixed assets.. 75,860 73 
Less : 4,400 21 
Abatements .... $1,729 00 
Expenditures from 
capital funds 
charged to 
expenses, .... 2,671 21 
Balance transferred to revenue surplus.................... 
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PRE LO TERT? 





Form of Financial Statement 


[The form of financial statement presented in the March issue 
of THE JOURNAL OF ACCOUNTANCY has attracted a good deal of 
attention among accountants. The subject is of much present 
importance. We are glad to present herewith expressions of 
opinion on the form of financial statement from C. E. Freeman 
of Indianapolis, and Harold Dudley Greeley of New York.— 
Editor, THE JOURNAL OF ACCOUNTANCY. ] 





By Harotp DupLey GreELey, C.P.A. 


The analysis of a financial statement printed on page 217 of 
the March, 1916, issue of THE JouRNAL OF ACCOUNTANCY, while 
excellent in idea, seems to be misleading in its statement of 
working capital as $45,000.00. This working capital is described 
in the summary as capital with which to operate business. If 
the operation of the business means the purchase of new material 
and the payment of new expenses the amount of working capital 
in this case is $15,000.00 instead of $45,000.00, because one of 
the uses to which the $45,000.00 must be put is the payment of 
current liabilities of $30,000.00. In other words, what is called 
working capital is merely the current assets of the business. It 
seems better to designate the $45,000.00 as working or current 
assets rather than working capital because the use of the term 
working capital implies an excess of current assets over current 
liabilities or an amount of assets which will be available for the 
purchase of new material and the payment of new expenses. 

The idea of capital as the excess of assets over liabilities was 
emphasized in the report of the committee on terminology printed 
in the American Association Year Book of 1909 on page 163. 
Capital was there defined as follows: 


This term as used in accounting is employed to express— 


(1) The sum of the net assets of the business or undertaking, or 
that sum which remains after deducting the liabilities from the 
assets of a business or undertaking. 
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(2) Any principal sum (usually in cash, sometimes in property) 
contributed to an undertaking by a partner or individual for 
supplying the means to operate such undertaking. 


(3) The value or amount of interest any individual has invested in 
an undertaking, and 


(4) Any principal sum which is used or retained to produce income 
or profit. 


The definition under subdivision (4) expresses the idea of 
capital from the economist’s point of view and differs from the 
preceding definitions of capital which are generally accepted as 
proper from the accounting point of view. There seems to be no 
reason why working capital should not be defined in the same 
way as the excess of current assets over current liabilities. 

That the form submitted in the March JouRNAL is misleading 
can be shown more clearly by an assumed case which would not 
be extreme. 

Assume that $25,000.00 of additional machinery was secured 
on short time credit instead of by the sale of capital stock or 
bonds or investment of surplus. In that case, following the form 
suggested, the total capital employed would be $110,000.00; the 
“fixed investments,” $65,000.00 and the working capital, $45,000.00 ; 
whereas the current assets would be $45,000.00 and the current 
liabilities, $55,000.00. In that case it would be misleading to 
report that the business had a working capital of $45,000.00 when 
it was unable to meet its current liabilities by $10,000.00. 

The idea that working capital, used in the sense of current 
assets, should be applied to the payment of current liabilities is 
generally recognized. For example, in a recent decision of the 
Illinois public utilities commission in Belleville v. St. Clair County 
Gas & Electric Company, P.U.R. 1916B 24, November 24, 1915, 
working capital is defined as an average sum which is sufficient 
under normal conditions to meet the obligations incurred in ac- 
counts payable and salaries of officers and employees prior to the 
collection of accounts receivable and which is sufficient under 
abnormal conditions to provide for unexpected and emergency 
payments. 

After all, isn’t the banker for whom this proposed statement 
is designed interested in knowing how much of the current assets 
will be available for the purchase of new material and the pay- 
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ment of new expenses after provision has been made for liqui- 
dating the existing accounts payable? Working capital should 
be defined as the excess of current assets over current liabilities 
and in the case presented by the proposed form the working 
capital under that view would be $15,000.00 instead of $45,000.00. 





By C. E. Freeman, C.P.A. 


In the March issue of THE JouRNAL OF ACCOUNTANCY under 
the above title, it is indicated that suggestions regarding the form 
of statement there submitted will be acceptable, and in offering 
what here follows it seems necessary to criticise before being able 
intelligently to suggest. 

In the designing of business forms for use in recording or 
accumulating details and also for the presentation of results there 
are at least three important considerations that should govern 
their construction; viz.: (a) simplicity, (b) lack of duplication, 
and (c) the use of terms that most clearly and definitely describe 
the items to which they refer. 

Applying the foregoing tests to the statement in question, it 
is the writer’s opinion that it does not comply with any one of 
them, and that, in part, its form of expression is similar to that 
of certain writers whose use of negatives obliges the reader to 
perform one or more mental somersaults before being able fully 
to grasp the intended meaning. 

The form referred to is evidently intended to answer two 
general questions of fact: 


(A) How much capital are you employing in your business 
and 

(B) How is your capital being used and what is its existing 
condition? 

In the first section, the statement shows the amount of capital 
invested as (Al) $55,000.00 and capital borrowed as (A2) 
$30,000.00 or a total of $85,000.00 employed in the business. 
This total also represents the total credits (reserve accounts 
eliminated). 

In the second section by deducting fixed investments of 
$40,000.00 (Bl) from the total credits and adding $30,000.00 


(A2) for the amount borrowed, all subsequent comparisons of 


277 








The Journal of Accountancy 


totals are made at $45,000.00 in connection with the balancing 
debits. 

It is therefore submitted as a better plan to present the in- 
formation in the form of direct answers to the two questions 
referred to—subdivided as the conditions may require—and reply: 
(1) We have a capital of $85,000.00 now employed and (2) our 
capital of $85,000.00 is now distributed as follows: etc. 

In section B2 a superfluity seems to be introduced, as, with 
the exception of the one item of $15,000.00 difference between 
what is there termed working capital and the fixed investments, 
no additional information is derived and the negative treatment 
at this point seems to be unnecessarily applied. Furthermore, 
how could we be justified in jumping at the conclusion that the 
amount borrowed, $30,000.00—which elsewhere is shown to in- 
clude accounts and notes payable to individuals—had all been 
absorbed into the working capital total of $45,000.00, when a 
part of this indebtedness might be actually for some portion of 
the fixed assets? Even were these facts as alleged in the state- 
ment true and correct, what special importance could there be 
attached to such information ? 

If we were applying the double account principle of English 
practice, and the conditions were such as to admit of its applica- 
tion, there might be a reason for showing the amount of unex- 
pended capital receipts ; but other features of the case in question 
apparently interfere with such treatment. 

There also seems to be an indiscriminate application of terms, 
as shown by the following. 

The $55,000.00 in section B2 is designated as working capital 
etc., while B3 indicates that there is only $45,000.00 of working 
capital that is active. In one or the other of these cases the term 
must be wrongly applied. 

The $55,000.00 total in Al that is there designated as total 
invested is in reality the existing proprietary interests, or the 
proprietary liabilities of the business, while the amount shown to 
have been invested is $40,000.00 on paid up stock that appears in 
the same section, instead of the $55,000.00 referred to. 

And why make use of the summary? The statement may be 
so condensed as to be seen at a glance. In the opinion of the 
writer it is more intelligible to say that $40,000.00 of fixed invest- 
ments plus $45,000.00 of working capital equals the total assets 
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of $85,000.00 or capital employed, than it is to say that $85,000.00 
in capital employed minus $40,000.00 of fixed investments equals 
$45,000.00 of working capital ; especially as no additional informa- 
tion is given by the latter formula. 

In outlining the statement submitted herewith, I have tried to 
comply with my opening remarks as to the three considerations 
there mentioned, and without presuming to claim perfection, it is, 
with the foregoing criticisms, consigned to the tender mercies of 
your readers for such further consideration as it may seem to 


deserve. 


ANALYSIS OF THE FINANCIAL STATEMENT OF THE BLANK CoMPANY, 
Fepruary 10, 1916 





LIABILITIES 
Al.—Proprietary : 
Invested, 
Capital stock authorized.. 50,000.00 
Capital stock unissued.... 10,000.00 40,000.00 
Accrued, 
Surplus earned .......... 10,000.00 
Undivided profits ........ 5,000.00 15,000.00 
Total proprietary liabilities......... 55,000.00 
A2.—Contracted : 
Notes payable, banks........ 10,000.00 
Notes payable, individuals... 5,000.00 
Accounts payable ........... 15,000.00 
Total contracted liabilities............... 30,000.00 
Fateh Tees nck cd is kha i tees denies 85,000.00 





The Journal of Accountancy 


CONDITION OF ASSETS AND HOW EMPLOYED 
B1.—Fixed investments: 


IN ig ice dancnda sucess 11,000.00 
Less reserve for depreciation 1,000.00 10,000.00 





Machinery and tools......... 17,000.00 
Less reserve for depreciation 2,000.00 15,000.00 
Sidings and switches........ 9,000 .00 
Less reserve for depreciation 1,000.00 8,000.00 
Boilers and engines......... 8,000.00 
Less reserve for depreciation 1,000.00 7,000.00 
i ere 5 40,000 .00 


B2.—Working capital activities: 
Available funds 


Union National Bank..... 2,000.00 

WONT GM kcowncccctscss 100.00 2,100.00 
In process of collection 

Notes receivable ......... 2,000.00 


Accounts receivable ...... 15,900.00 17,900.00 





Available for trading 

Inventory, finished goods............ 10,000. 00 
Employed in manufacturing 

Raw materials .......... 10,000.00 

Cg eer 5,000.00 15,000.00 


ee WE Oe ns oo ob c iv cacscceccsdcnica 45,000.00 


Total depreciated assets.................... 85,000.00 
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EDITORIAL 


The Perennial Pressure 


Reports from representative accountants in various parts of 
the country indicate that the pressure of work during January, 
February and the first part of March this year has been greater 
than at any corresponding period of earlier years. On an average 
it appears that the increase in activity has been approximately ten 
per cent. above that of the first part of 1915. 

This state of affairs might not be regarded as undesirable were 
it not for the fact that there is not a commensurate increase in the 
number of men available to do the work. 

Year by year the pressure upon accounting offices becomes 
greater and the uneven distribution of labor throughout the year 
seriously militates against that smooth working of the accounting 
profession which is generally considered necessary to satisfaction. 

This is an old story to accountants but as the beginning of 
each year comes around it impresses itself more and more upon 
the practising members of the profession and the question of 
amelioration of conditions arises perennially. 

For several years the American Association of Public Account- 
ants has given careful consideration to the question of the dis- 
tribution of work and earnest efforts have been made to bring 
about a betterment, but it must be confessed that the results have 
not been gratifying. 

We believe that a large portion of the failure to encourage the 
distribution of labor is due to accountants themselves. If every 
accountant would endeavor to induce his clients to adopt that 
fiscal year most suitable to the business in which they are engaged 
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it would be found that only a small number of the total clientele 
would close their books at December 31st. 

In some instances of course the calendar year is the natural 
closing date but in the great majority there is a time other than 
the end of December when stocks are lowest or activity least 
and at such times the fiscal year should terminate. 

When the old corporation tax law was in force accountants 
made earnest efforts to secure an amendment of the law which 
would enable corporations to close their books at any period most 
suitable to their individual requirements, and when the income 
tax law was passed there was much gratification at the success 
which had attended the efforts of the association in obtaining the 
desired privilege for corporations. 

That, however, was only the first step and the second must be 
taken by accountants themselves if the full benefit of the privilege 
is to accrue. Some accountants are making consistent attempts 
to encourage the variation of fiscal terms, but many accountants 
are remiss in this matter and have not urged upon their clients 
the desirability of adopting the natural fiscal year. 

As indicating the remissness of some members of the pro- 
fession it is interesting to remark that the report of a special 
committee of the American Association presented at the conven- 
tion in Seattle and later distributed to every state society set 
forth methods whereby it was felt that corporations could be 
convinced of the advantage of avoiding the use of a fiscal period 
which did not synchronize with the requirements of their several 
businesses. So far as we have heard there has been no effort 
to adopt the principles recommended by this report and we have 
now passed through another period of extreme pressure without 
any general attempt to avoid a similar occurrence at the beginning 
of 1917. 





Preliminary Requirements 


An editorial in the February issue of THE JOURNAL oF 
AccountTANCY entitled Recruits Wanted and a further editorial 
Recruiting Difficulties in the March issue have brought forth 
numerous letters from subscribers. A few of these, representa- 
tive of all, appear elsewhere in this number. 
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Editorial 


The complaint in nearly every case seems to be that the young 
man who wishes to become an accountant does not find an oppor- 
tunity to enter the profession. In some cases he has completed 
a course in accountancy and therefore feels that he is entitled to 
an opportunity to show his ability and put into practice his theo- 
retical knowledge. Other men complain that the larger firms do 
not offer sufficient compensation to encourage young men to work 
for them. Others say that when the dull seasons come around 
they are discharged, practically without warning. 

We have not the slightest doubt that there is an element of 
truth in each one of the complaints made by subscribers but we 
do not believe that the conditions are generally as represented by 
these individual cases. 

Aspirants for accounting honors must remember that it is not 
merely sufficient to wish to be an accountant; a man must have 
personality, ability and at least sufficient education to enable him 
to conduct correspondence. Some letters which we have not 
published have been so extraordinarily worded that it was not 
difficult to understand why the writers had failed to obtain posi- 
tions with accounting firms. In one case a man who claimed to 
have completed a university course displayed so remarkable a 
lack of grammatical accuracy that his letter answered his own 
inquiry. Other men, however, who seem to have the necessary 
educational qualifications and are imbued with an earnest desire 
to undertake accounting fail to find the opening which they seek 
largely because they seek it in the wrong place. With accountancy 
in its present adolescent stage its principal activities are naturally 
in the larger cities and in many smaller places the public account- 
ant is to all intents and purposes unknown. There may be a few 
men who in their spare time are writing up books for the trades- 
men of their vicinity and who therefore consider that they are 
public accountants. Possibly the young aspirants feel that these 
men are what they believe themselves to be and wonder why 
they are not given the chance to enter into the mysteries which 
their elder townsmen enjoy. The fact of the matter is, however, 
that there is no need for assistants for these small practitioners. 
It is where the modern accountant finds his full activity that the 
opening for the young men is likely to occur. 

The complaint that work is uncertain is well founded. The 
uneven distribution of labor renders it necessary to employ more 
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men at certain times of the year than at others and therefore 
there must come a day when the extra force will be dismissed. 
But one thing must be remembered—the men who demonstrate 
that they are of value to their employers are not likely to be dis- 
charged. If a good man comes into an office as a temporary 
helper there is every reason to believe that at the end of the busy 
season he will find himself on the permanent staff. Every 
accounting firm is on the lookout for good men and in the 
emergency force almost invariably finds a few men whose services 
entitle them to permanent employment. 

The complaint on the subject of compensation is not just. 
We believe that on the average the compensation of a junior 
accountant is higher than the compensation of men in other 
similar walks of life. Of course, if a man has occupied a position 
as head bookkeeper in a large office and suddenly decides that 
he would prefer to be a public accountant he must not expect to 
leave the forty or fifty dollars a week which he receives for work 
which he knows how to do and receive a like compensation for 
work of which he knows only a few of the rudiments. Indeed it 
appears that much of the complaint on the score of compensa- 
tion is due to this condition. Many men believe that accountancy 
is bookkeeping and therefore, when they have mastered the 
technique of books of account, feel that they are qualified to 
represent themselves to the public as practising accountants. 
Those who decide to take the plunge do so on their own account, 
and generally fail, or else enter the employ of accounting firms 
and if they have no qualification or aptitude other than for mere 
bookkeeping they shortly find themselves out of work. 

The editor of one of the great daily papers in New England 
stated once that there were no more reporters. He said that the 
men who came to him looking for reportorial work were generally 
ex-barbers, ex-grocers, or ex-something-or-other entirely discon- 
nected with journalism. “Every man who fails in his vocation,” 
he said, “believes that as a last resort he can fall back upon news- 
paper work.” We are confident that a similar misconception 
exists in the minds of many men as to public accountancy. The 
old, old saying that the accountant is a bookkeeper out of a job 
still finds too many people ready to accept it as truth. The fact 
of the matter is that some who represent themselves as public 
accountants are bookkeepers out of a job, but this kind does not 
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succeed and their number is becoming less year by year. New 
ones spring up and die down but the permanent practising ac- 
countant keeps on year after year and is always ready to find an 
opening for the young recruits who are wanted. 

It must be remembered that not every man who presents him- 
self to the recruiting sergeant is physically fit. Similarly there 
may be those who would enlist in the accounting ranks who lack 
something of personality, ability or other necessary qualities. 





Eloquent Advertisement 


Seldom a month goes by without bringing forth a few par- 
ticularly bright gems of advertising. Much of this material is 
entertaining and much more simply disgusting. Most of it finds 
its way to an interesting file ; but occasionally we receive a sample 
of advertising which rises so far above the level of its fellows 
that it should be given to the public. 

The other day a correspondent transmitted an advertisement 
which is being widely distributed in the section of the country in 
which he lives. The correspondent seems slightly annoyed at the 
thought that an honorable profession should be described in the 
manner of this advertisement, but actually there seems no good 
reason why our correspondent should complain. It is difficult to 
imagine a case in which such solicitation as this would succeed, 
and the net result is therefore probably the diversion from the 
advertiser of any practice which he may have had. Perhaps our 
correspondent himself may benefit. 

Furthermore there is no profession entirely devoid of unde- 
sirable elements, and in this case it is gratifying to remember that 
the advertiser is neither a member of the American Association 
of Public Accountants nor a certified public accountant. 

For those who wish to have an example of how it is done we 
present the following letter of solicitation. Out of respect to the 
modesty of the advertiser we omit his name. 


“Listen ! 

“Have you had an invitation from Uncle Sam to come through 
with one of those Income Tax Reports? It’s a safe bet that you 
have, but don’t worry about it. We'll make it out for you—it’s 
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a slightly technical statement, but we are making out many of 
them; it won’t cost you a cent. All we want is the chance to 
serve you—to gain your good will. 

“Recently a prominent local business man telephoned to us and 
said, ‘Just to show you we appreciate your service in fixing up 
last year’s income tax report, we want you to put in a new 
system for us. Our new place enables us to treble our capacity 
and the old system of bookkeeping won’t do.’ 

“That’s GOOD WILL. That’s the result of good, honest 
capable and conscientious service. I’m putting this matter strictly 
up to you. You can have us render you this service if you will 
just call up X 1048. You pay in good will, and a kindly boost, 
if you get the chance—that’s human—that’s reasonable and it’s 
good business. 

“Now read a little further—more good stuff ; we’re back of it. 

“Tf you think your present system of bookkeeping is not 
adequate—does not give you monthly, all the concise, definite 
information that you as a progressive business man need to run 
your business economically and efficiently, why, let’s you and me 
talk it over. Again—remember this costs you nothing and it may 
be worth your while. 

“As to our ability: Will you have us refer you to concerns we 
have served in New York or —————? Pardon the ‘ego’—but 
make us prove it! 

“Now, my dear sir, just call your stenographer and dictate a 
letter telling us your troubles. 

“Will you do it? 

“Cordially yours.” 





























Income Tax Department 
Epitep By JoHN B. Niven, C. P. A. 


A correspondent has addressed a letter to this department referring to 
the comments made in the March number of THE JourNnat or Account- 
ANCY on the treasury ruling (T. D. 2289) dealing with the return of net 
income of fiduciaries under the income tax law, The department is glad 
to have its correspondent’s communication so as to correct the impression 
which was given in its pages last month that T. D. 2289 had been intended 
to supersede T. D. 2231 so far as income accruing to unknown beneficiaries 
is concerned. In support of his position he forwards copy of a letter sent 
to one of the trust companies by the deputy commissioner of internal 
revenue. The communication touches on probably the most intricate part 
of the whole law and may be of sufficient interest to readers to permit of 
its being referred to in these pages. He says, inter alia: 

“You state, ‘It is reasonable to read supersession into the present ruling 

but it would still seem proper to look for a ruling dealing with 
profits or appreciation of investments of a trust estate, the ultimate 
destination of which may be meantime unknown.’ Personally it appears 
to me that as the ruling in question reads: ‘Fiduciaries having control of 
income accruing to known beneficiaries, shall, etc.,’ and that T. D. 2231 is 
merely amended in that respect, and as T. D. 2289 is silent in a case where 
income accrues to unknown beneficiaries, it would be logical to assume that 
T. D. 2231 is still in force as regards income where the beneficiaries are not 
known. However the ruling may be interpreted by others, it is clear 
nevertheless that the treasury department takes the stand I have just out- 
lined. In corroboration of this, I send you herewith copy of a letter sent 
to one of the trust companies by the deputy commissioner of internal 
revenue, 

“This letter, you will note, deals with undistributed income and holds 
that where the beneficiaries are not known, or where their interest is not 
determined, or where the income accumulates because of a provision of the 
instrument creating the trust, the estate must be listed as a beneficiary, 
and T. D. 2231 is still effective. (See instruction No. 8, form 1041.) T. D. 
2231 furthermore is also in force, whenever the income retained by the 
estate either as a result of the above conditions or because the estate 
retains income resulting from an increase in assets, which under the ruling 
of the surrogate is considered principal, exceeds $20,000, and the estate 
must in such an event be reported by the fiduciary on form 1040 for the 
super-tax. The authority for issuing this ruling is given by the depart- 
ment in the letter transmitted : 

“T may add in this connection, what is not usually known, that in cases 
where the accrued income to any known beneficiary is less than $3,000 a 
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report must nevertheless be made, if one or more of the beneficiaries is 
a non-resident alien. This can be understood from the enclosed letter, but 
is clearly stated in instruction No. 2, form 1041, as a non-resident alien 
cannot claim any exemption under paragraph C.” 

The copy letter from the deputy commissioner is in the following terms: 

“This office is in receipt of your letter of January 18, 1916, enclosing 
copies of your correspondence with the collector of internal revenue for 
the first internal revenue district of New York covering a discussion 
between yourselves and the collector as to the taxable status of the trust 
income retained in possession of a trustee at the end of the calendar year. 
You ask that this office advise you direct of its holding in such a case as 
you state. 

“The holding of this office on this subject is set forth in treasury 
decisions 2231 and 2289, copies of which are herewith enclosed. 

“The act of October 3, 1913, levies a tax of one per cent. annually upon 
the entire net income arising or accruing from all sources in the pre- 
ceding calendar year. The act makes provision in specific terms for 
returns of or ascertaining and reporting the amount of such net income 
and for the assessment and collection of the tax, The provision re- 
quiring returns of income by individuals who are citizens or resident aliens 
fixes the amount of net income necessary to require a return at $3,000. 
Non-resident aliens, however, having taxable income, have the same status 
as corporations so far as the necessity for payment of tax on net income 
is concerned and must make return or have return made for them when- 
ever there is net income subject to tax, regardless of the amount. Estates 
which retain portions of their income for which there is no known taker 
at the end of a calendar year are in the same status under the income tax 
law as non-resident aliens or as corporations, so far as tax is concerned, 

“The act contains a catch-all provision as follows: 

“*The tax herein imposed upon annual gains, profits and income not 
falling under the foregoing and not returned and paid by virtue of the 
foregoing shall be assessed by personal return under rules and regulations 
to be prescribed by the commissioner of internal revenue and approved by 
the secretary of the treasury.’ (See next to last paragraph of paragraph E, 
act of October 3, 1913, page 12, regulations 33.) 

“It was found that under the provisions of trust estates, certain por- 
tions of the income thereof could not be reached for the tax under the 
specific provisions of the statute and regulations, such as in the case of 
trust income retained by trust requirement for the purpose of accumula- 
tion or because beneficiaries were unknown or not determined, or the 
interest of beneficiaries was unknown or not determined. To meet this 
situation, the regulation T. D. 2231 was promulgated and this regulation 
has now been modified by T. D. 2289. 

“The duty of the trustees as to return and payment of tax on retained 
income in a case such as you state will therefore a upon whether the 
facts of the case bring it within the provision of T. D. 2231, or 2289.” 


The deputy commissioner’s letter seems to place beyond question the 
treasury department’s position with regard to income accruing to unknown 
beneficiaries and to that extent it corrects the possibility of any wrong 
impression being created by the comments in last month’s JourNnaL. It is 
interesting, however, to note that the commissioner in his letter admits that 
trust income retained by trust requirement for the purpose of accumula- 
tion or because beneficiaries were unknown or not determined, or the 
interest of beneficiaries was unknown or not determined, could not be 
reached for taxation purposes under the specific provisions of the statute 
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and regulations and that it was necessary to invoke the catch-all clause of 
the statute to make such income subject to taxation. It is for lawyers to 
say whether the clause can be used for this purpose, but it may be sug- 
gested that if undistributed income cannot be reached under the specific 
provisions of the statute or regulations, it seems also to escape being 
covered by the catch-all clause referred to by the commissioner. The 
clause seems rather to convey the meaning that it was intended for the 
purpose of catching such annual gains, profit and income as did not fall 
within any of the other provisions of the statute and not for the purpose 
of widening the class of persons upon whom the liability for tax had been 
laid by the other provisions, which seems to be the effect of the applica- 
tion of the clause in the circumstances referred to by the commissioner, 


The comments in last month’s JouRNAL were, however, more par- 
ticularly directed to increases of capital funds occasioned by the realiza- 
tion of investments, the beneficiary in which was still unknown. These 
increases were not specifically dealt with in the ruling and are not as a 
matter of fact so dealt with in the letter from the deputy commissioner, 
although it may be of course, as the correspondent indicates, that these 
are included in the generic term “income” employed by the department. 
The criticism intended was that as the increases had not accrued to a 
person taxable under the law, it seemed to the writer that the amount 
thereof could not be used as a basis of taxation on any person or persons 
whatever. 

Be that as it may, the writer’s experience in the past few months has 
been that more confusion has existed as to what was required of fiduciaries 
in their annual returns than in any other branch of the income tax law, 
and it must be confessed that the treasury department has been to some 
extent responsible for the confusion. The regulations have not been 
sufficiently explicit to cover the conditions which exist in the average trust 
estate and do not give much assistance to a fiduciary in the practical diffi- 
culties which arise in the course of a trust; and the form prescribed upon 
which the return has to be filed seems to make the position more com- 
plicated and difficult. 

Some of the instructions embodied in the form are contradictory. On 
page 3 of the form, where the fiduciary is asked to give in separate 
columns the amount paid to beneficiaries from the various classes of 
income, a foot note states that the total of two of the columns should 
equal the amounts shown on the first page of the form. These latter totals 
include not only the amount paid but also income accrued but not yet 
distributed to known beneficiaries, as well as income accrued to unknown 
beneficiaries, and it is obviously impossible to follow both directions in 
filling out the form. The department seems to admit this, to judge by 
the terms of a letter which it recently forwarded to an inquirer on the 
point. It instructed him in listing the beneficiaries on page 1 of the return 
to enter the name of the beneficiary twice and opposite one such entry 
to place the amount actually paid and opposite the other the amount re- 
tained. This is certainly one way to overcome the difficulty and many 


289 








The Journal of Accountancy 


fiduciaries would have been relieved to have had this information when 
making up their returns, but unfortunately it was not available and has 
not even yet been published in the official publication. 

A requirement which has complicated the fiduciary’s return considerably 
is that which calls for a classification of the payment actually made to 
beneficiaries. This request would have been reasonable had it been the 
practice to distribute the total income each year, but in those cases in 
which the income is not all paid out—and this seems to be the case in the 
vast majority of trusts—it will be impossible for a fiduciary to say from 
which classification of income the cash actually paid was received. The 
whole collections of the trust are in practically all cases immixed, and dis- 
bursements are made out of the cash on hand, without regard to the 
source from whence it came. Of course, certain results can be ascertained 
by means of percentages, but no good purpose would be served by 
making such an arbitary division, and it is difficult to understand why it 
is required of fiduciaries at all. 

These points are mentioned to indicate the confusion which still exists 
after two years’ operation in the administration of the law with regard to the 
returns of fiduciaries; and the hope may be expressed that it will be found 
possible in the near future to have the regulations and forms so adjusted 
that by the time another return falls to be filed the requirements of the 
department can be readily understood. 

An inquiry was recently addressed to this department which brings out 
one of the many points upon which it is difficult to get at the principle 
involved, one which in consequence is often overlooked in practice when the 
individual’s return is being considered. This correspondent asked to be 
advised whether that part of T. D. 2090 of December 14, 1914, which 
stated the liability of every person having a net income of $3,000 or more 
for the calendar year to render a return had been modified by T. D, 2135 
of January 23, 1915. It appears to the writer that the latter ruling was 
subsequently issued not so much as a modification of the previous ruling 
but rather for the purpose of explaining it. It indicated that returns by 
withholding agents were equivalent to a return by the individual himself 
and that, if the individual’s income did not exceed $20,000 and was wholly 
subject to withholding at the source and would thus appear in the returns 
of withholding agents, no further return was required of the individual. 
It follows, therefore, that if an individual, whose net income exceeds 
$3,000 receives as part of that income any item which is not subject to 
withholding, he is liable to file a return on “form 1040 revised,” although 
no further tax may be due and whether or not “form 1008 revised” has 
been filed. This is in accordance with the law itself which provides that 
“any person for whom return has been made and the tax paid, or to be 
paid, as aforesaid shall not be required to make a return unless such person 
has other net income.” 

Another correspondent sends copy of a letter which he has received 
from his local collector of internal revenue in Los Angeles, and as the 
rulings given in the letter may be of some value to other readers, THE 
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JouRNAL gladly avails itself of the opportunity to give the terms of these 
rulings in these pages. The letter is dated Feb. 7, 1916, and is to the fol- 
lowing effect: 


“In response to your inquiry of February 3rd. 

“Have to advise that the amount received by a corporation on account 
of assessments levied on the capital stock is not income. 

“You are further advised that the person paying such assessment cannot 
charge same as a deduction under expense, but must consider same as 
addition to capital assets. 

“You also ask the question as to whether or not gains accruing to a 
corporation when shares have been canceled and par value credited as 
surplus should be included as income. It is the opinion of this office that 
such gain should be included as income.” 
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Epitep By Seymour WALTON, C. P. A. 
AccouNTING EDUCATION. 


There have been two articles published lately in regard to education in 
this country that are applicable to accounting education, although they 
were written with no reference to any particular branch. 

One of these articles, Preparing Our Young Citizens, calls attention to 
the well known fact that even the primary education obtained by the 
vast majority of the children in this country is lamentably inadequate. 
“Among all the programmes for preparedness now agitating the public 
mind none seems to have noticed our quite general neglect of the nation’s 
most essential defense. In the face of all this sudden frenzy to get ready 
for some foreign nation, we aregimpervious to the fact that we are not 
getting our citizens systematically ready even for peace. We content our- 
selves with a sixth-grade civilization. The average American school child 
leaves school in the fifth or sixth grade. And this is the intellectual 
capital with which the overwhelming majority of American citizenship is 
equipped to run the country. But this relates only to the more fortunate 
children. The others—some two million, according to the United States 
census of 1910—when they reach the mature age of from ten to fifteen 
years are drafted into industry and set to the task of earning a living. 
Thousands of them are never in school. The census tells us that 818,550 
of the children of our country, ten to twenty years of age, are entirely 
illiterate.” 

There are several reasons for this deplorable condition. The principal 
one is the real or supposed necessity for even the pitifully small wages 
earned by these children, in the large families of which they are usually 
members. The parents are generally persons who began to earn money 
at an early age, and they naturally think that their children should do the 
same. Only occasionally do they wish them to obtain a better educa- 
tion. The children themselves are often to blame. Seeing their com- 
panions earning money and hearing them tell of their experiences in 
“business,” they invest them with a sentimental importance and are 
insistent in the demand to be allowed to follow their example. As soon 
as the law allows them to they leave school and seek employment in some 
business house. 

Why does this interest the accountants and the students of accountancy 
more even than it does the general business public? It is because account- 
ancy requires the trained mind more than does any other profession, not 
even excepting law. It is true that the accountant deals with facts, but 
these facts must be analyzed and their true relation to each other must be 
carefully thought out. Unless this is done with the greatest exactness 
the conclusions drawn from the consideration of the facts are almost 
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certain to be wrong. If the mischief that is caused by these wrong con- 
clusions were confined to one incompetent accountant and his few clients 
the damage would be slight; but that is seldom the case. Having been 
badly served by one accountant, a client is more than likely to conclude 
that all accountants are untrustworthy and to voice his opinion in no 
uncertain terms among his acquaintances. Therefore it is to the interest 
of the whole profession that all its members shall be possessed of a 
certain minimum education. This is the reason for the insistence upon 
the high school standard of education in the C. P. A. laws. 

The claim is often made by those who object to the high school 
standard that there are many men who have reached the age of twenty-five 
or thirty who know far more than the average high school graduate. 
The point that such persons miss is that it is not so much a question as to 
how much a man knows as it is as to how he knows it. If he has a 
retentive memory and has packed his mind full of facts more or less 
unrelated, it may be true that he knows more than the high school 
graduate, but it is far from true that he is as well educated. He has not 
learned, as the high school student should have learned, to reason truly 
and to analyze accurately. Unfortunately in most of our public high 
schools the teachers themselves are not always able to do so, and there- 
fore cannot teach their pupils as they should be taught. But the general 
tendency of the high school studies is to develop the analytical and reason- 
ing faculties, and it is this development that constitutes the best education. 
in other words, it makes little difference how many things a student 
thinks about; the main point is that he shall learn how to think about 
anything. 

The article referred to says further: “Our most expensive national 
malady is inefficiency. We have too many million people who can do any 
kind of work we want done—and do it wrong! Why not begin at the 
bottom and train efficient citizenship ?” 

This is the object of the better class of schools of commerce that have 
recently been established in this country. They are teaching business men 
to be more efficient because they are teaching them to think straight. 
The education thus acquired is fully as valuable to the man in active com- 
mercial business as it is to the certified public accountant. 

Whether the training. offered in this way can be made uniformly 
effective is the subject of the second article referred to, The Colleges and 
Mediocrity. The article is concerned largely about the discouragement 
of the teacher due to his finding that all his efforts to give his students 
the proper training have resulted only in bringing them up to a standard 
that is very far from the highest. We are not concerned here with the 
trials of the teachers. Our interest is in the student who finds that with 
all his earnest study and hard work he has not been able to master prin- 
ciples or to acquire powers of analysis so thoroughly that they become 
part of his mental equipment, ready for use in any emergency. Is it 
worth while for a person who is forced to recognize that he is not in the 
class of brilliant geniuses to go on and attempt to get what education he 
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can, even though he knows that it can never be one of more than medium 
grade? 

The article referred to comes to the conclusion that it is better to 
raise the average grade of all the students than to devote all the teaching 
energy to the development only of those who are phenomenally brilliant. 
From the viewpoint of the student it is an immense advantage to be able 
to rise part way above the dead level of incompetency, even if there is no 
certainty of reaching the summit of the hill of learning. 

The student who has been forced to recognize his limitations should 
not lose his ambition and give up trying to improve himself. Simply 
because a person cannot hope to attain complete perfection is no reason 
why he should not put forth every energy to reach the highest excellence 
of which he is capable. This is especially true of the student of account- 
ancy, because he is engaged in a study in which he can train himself to 
become more and more proficient, if he is willing to do thorough work. 
If he is a member of a class in a school of commerce, he must not be 
satisfied with a superficial knowledge. If his answer to a problem is 
returned to him with the instructor’s corrections, he should study each 
point in which his answer differs from the correct solution and should not 
be satisfied until he has thoroughly mastered the principle that is involved 
and has been able to see clearly how that principle applies to the con- 
ditions of the problem. A thorough study of this kind will train the 
analytical faculty and make it more and more capable of correct treatment 
of future problems. Mental faculties acquire strength by exercise fully 
as much as do the muscles of the body. But just as the training of the 
muscles should be carried on with a definite object and according to an 
intelligent method, the development of the mental faculties must be along 
systematic lines. 

While it is better for a student to be guided by a competent instructor, 
it is by no means impossible to carry on a process of self-development. 
The task is more difficult when its accomplishment depends on one’s 
unaided effort and it will take a longer time. 

No student who is in earnest need feel discouraged if he fears that 
he may not attain the very top of the ladder. It is far better to get part 
of the way up than it is to remain satisfied with the dead level at the 
bottom. 

CAPITAL STOCK WITH NO PaR VALUE. 


Editor, Students’ Department: 

Sm: I was very much interested in your discussion in the February 
JouRNAL of the method of handling capital accounts of a corporation 
having stock of no par value. In this connection the following problem 
was presented to me, and I wish you would give the correct solution of it 
through the columns of THE JoURNAL. 


Balance Sheet of Company “B” Dec. 31, 1915. 


Assets: 
Goin kaha ieeded ce sdecens tedeaneneeee $400,000.00 
ids coavaebbaddeodscdedesnaae akon enueee 100,000.00 
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Capital and liabilities: 
Capital stock 


POD cain n0+rtddennndanedescatsneesaieee $250,000.00 

Common: Authorized 5000 shares no par 

Unissued 7 
Outstanding 3000 shares for which 

cash was received at time of issue.............0+- 180,000.00 
Cope TR. i a coda ex 4.00003 oos0seorean eee 50,000.00 
Seerplens CEsGE GOGMIOMED oiccccas ccc sccccsccsccusenans 20,000.09 
$500,000.00 


Owing to extraordinary capital expenditures the company was in need 
of more working capital, and in order to provide the necessary funds the 
directors on January 2, 1916, authorized the sale of remaining 2000 shares 
at $55.00 per share. The company received in due course the $110,000.00 
im payment for this stock. What entries should be made properly to 
record the transaction? Also, what entries should be made had conditions 
been such as to enable the company to sell the stock at $75.00 per share? 


Yours respectfully, 


M. H. Rose. 
Chicago, Illinois. 


The above situation is similar to one in which there are three partners 
whose combined capital is $200,000.00 equally divided between them, who 
admit two new men to equal shares on the payment of $110,000.00. As each 
of the five partners is entitled to an equal share of the total capital, the 
three original partners would have to give up enough of the capital at 
their credit to bring the whole five to an equality. That is, they must 
reduce their respective capitals from $66,666.67 to $62,000.00, and these 
reductions would be offset by a credit to the two new partners of $14,000.00, 
each being credited $7,000.00. Each of the five will then have a capital 
of $62,000.00, making $310,000.00 in all. 

It must be assumed that the preferred stock has no claim on the surplus 
of $20,000.00 for unpaid dividends or for any other reason, since there 
is no information as to the amount or nature of any such claim. The 
surplus would then belong to the common stock and should be credited to 
it, making credit balance of common stock $200,000.00. This will make 
each of the 3,000 shares of common stock worth sixty-six and two-thirds 
dollars. By crediting capital stock, common, with $110,000.00 the 5,000 
shares will be worth $310,000.00, or sixty-two dollars a share. 

It might appear from the fact that the 3,000 shares of common stock 
are shown in the balance sheet at a value of $60.00 a share that the new 
stock should be added to this value and the surplus left intact. This would 
make the 5,000 shares worth $290,000.00 or $58.00 a share. The resuit 
would be the same when the surplus was credited to the common stock to 
which it belongs. The only difference would be that the actual amount 
paid in by both old and new stockholders would average lower per share 
than by the first method and that $58.00 would be established as the actual 
capital per share of the common stock—virtually its par value. There 
would then be no question as to the right to pay the surplus of $20,000.00 
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in dividends, as might be the case if the par were established at $62.00 per 
share, when the payment of a dividend might be construed as an impair- 
ment of the capital by reducing it below the established par. 

If the new stock had been sold at $75.00 a share there are several ways 
in which the transaction could be treated. The new price would fix the 
value of all the stock, old as well as new. To bring the old stock up to the 
new standard, goodwill could be charged with $25,000.00 and capital stock, 
common, credited with this amount as well as with the surplus of $20,000.00, 
the 5,000 shares then being worth $375,000.00, with no surplus available for 
dividends. 

The book value of the old stock is $200,000.00 or $66.66 2/3 a share, 
whether the surplus is credited to common stock or not. The new value 
being established at $75.00 implies that the new stockholders are paying a 
bonus of $8.331/3 a share to the old stockholders on their stock, or a 
premium of $12.50 a share on the 2,000 shares for which they pay. This 
bonus or premium can be given for nothing else than goodwill, making 
the charge of $25,000.00 to goodwill a perfectly legitimate one. This is 
similar to the treatment when a new partner is admitted to a partnership 
and pays a bonus for the goodwill established by the old firm. 

The new contribution of $150,000.00 could be credited to the common 
stock, making the total $330,000.00, each share being then worth $66.00. 
The new stockholders would have paid a bonus of nine dollars a share, 
which would inure to the benefit of the old stockholders to the extent of 
six dollars a share, and the objectionable asset of goodwill would not 
appear. 

This is on the supposition that the surplus will remain on the books 
and that the bonus paid by the new stockholders includes the purchase 
of an undivided share in the surplus. The situation would then be 


Capital stock common old 3,000 shares at $66.00........ $198.000.00 
. ss “ new 2,000 = 6 ten deee 132,000.00 
Psp icncsewkins’ 5,000 330,000.00 
Oi. Le ocak dial nhs 660 venwneiabn agen 20,000.00 
Book value of 5,000 shares $70.00 a share............... $350,000.00 


From this it will be seen that it makes no difference whether the 
common stock is credited with the surplus or not before the new stock is 
paid in. If it is credited with it the situation would be: 





Capital stock common old 3,000 shares at $70.00........ $210,000.00 
- » “ new 2,000 Fe PO Fa ial 140,000.00 
i ccsactecesies 5,000 $350,000.00 
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The difference is one in treatment only. In the first case the new stock- 
holders pay $150,000.00 for which they get 


SSSD dhnren of cbedlt: Wb BID. oa ccc csc cscccedecedscas $132,000.00 
And an undivided 2/5 of $20,000 surplus................. 8,000.00 
TO adncncsdnwdhtsivstecesetendseeieneee $140,000.00 


and in the second case they get 


20) shares of stock at $70.00. .....ccesvccsccccccssecess $140,000.00 


In both cases they pay $10,000.00 or $5.00 a share bonus, after having 
paid $8,000.00 or $4.00 a share, for their share of the surplus, whether 
capitalized or not, making the $9.00 a share as stated above. 

Which method would be chosen would depend on whether or not they 
wished to keep the par value low, as already explained, and to reserve the 
surplus for possible dividends. 

A third method would be to consider the par of the common stock as 
fixed at $60.00, and the new stock could be taken up at that rate. The 
excess payment of $30,000.00 would then create a surplus of assets to that 
extent. To credit this to the regular surplus account would be misleading 
and would give the directors the right to pay it out in dividends. If no 
explanation was made that such dividends were paid out of contributed 
surplus, the stockholders might be deceived as to the prosperity of the 
company by being allowed to infer that the dividends were being paid out 
of operating profits. It is often suggested that this contributed surplus 
should be credited to special reserve, permanent surplus or some such 
account that would show that it was not available for dividends. In 
order to make this plan effective it is necessary that a distinct contract 
be made with the contributing stockholders that this reserve shall be 
subject to the order of the stockholders only. If the directors establish the 
reserve, the same or any subsequent board can reverse the action and can 
credit the amount to the regular surplus account. The question would 
arise as to the advantage of having this amount of money tied up in a 
special account especially if the company does not need it for working 
capital. 

Taking everything into consideration, it would seem that either phase 
of the second plan would be the best one to adopt. 


INSURANCE Po.icy AS AN ASSET. 


Editor, Students’ Department: 


Sm: I would certainly appreciate it if you would advise me as to the 
general practice or the principles involved in the following proposition. 

Certain life insurance companies are using, as a selling point for 
partnership insurance, the statement that the cash surrender value of the 
policy (after three years) is an asset, and, as such, could be shown on the 
balance sheet. 

I have never seen such an item as part of a balance sheet, although in 
one way this surrender value would seem to be as much of an asset as 
prepaid or unexpired insurance. 
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Assuming that no loan has been made on this surrender value, would it 
be wise to show it as an asset when submitting a balance sheet to a bank? 
On a large policy this value might be a considerable item. 

Or would the proper entry be to credit this surrender value at the end 
of the third year to the regular premium or insurance account, thus 
reducing the net cost of the insurance for that year? In this case, would 
the premiums of the preceding years have to be considered as dead losses? 

Kindly give me the proper journal entries in order to place such an 


item on the books. 
Yours very truly, 


Weehawken, New Jersey. F. RALPH WHEELER. 


There is no question that the insurance companies are correct in their 
contention that the cash surrender value of an insurance policy taken out 
to protect the business from the loss of a valuable man is a valid asset 
and that it can be shown as such in the balance sheet. It is an asset that 
is payable in cash if the insured should terminate his connection with the 
company or firm, and is eventually collectible in cash either at the death of 
the insured or at the maturity of the policy if it is an endowment policy. 
In the meantime it can be made the basis of a loan if desired. It has all 
the characteristics of a real asset, except that it is not immediately avail- 
able in cash, unless the purpose for which the policy was taken out is 
abandoned. This is not a valid reason for not considering it an asset. 
If it were, a company would not be authorized to call the stock of another 
company held by it an asset, if the holding of that stock was essential 
to the welfare of the holding company for any reason. The stock could 
not be sold without abandoning the object for which it was acquired. The 
economic impossibility of selling the stock would not be considered a 
sufficient reason for writing it off the books. 

As the cash surrender value of a policy increases with each premium 
paid, but not to the extent of the whole premium, it follows that each 
premium has two elements, increase in the asset of cash surrender value 
and protection for one more year. Thus if the premium is $342.00 a year 
for $10,000.00 and the cash surrender values are $940.30 at the end of the 
fifth year, $1,178.50 at the end of the sixth and $1,426.60 at the end of the 
seventh, the voucher drawn to pay the sixth premium would be charged, 
using journal form for convenience: 


CS ard eas kc aw aw eee 238.20 
EEE EE TE a me 103.80 
EE Wis cise Snkn 6 4 ck OK eR ETA ase koewas 342.00 


Insurance policy account, already standing on the books as an asset for 
$940.30 would be increased by the debit to $1,178.50 and only $103.80 would 
be charged to profit and loss as the expense of carrying the policy. The 
next year the addition to the asset would be $248.10 and the expense only 
$93.90. Although the surrender value is not available until the end of the 
year and the premiums are paid in advance, there is really an anticipation 
of time in these entries, which can be avoided by making the increase for 
the sixth year at the end of that year, that is, when the seventh premium 


is paid. 
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As far as creditors are concerned, the cash surrender value is an 
entirely valid asset, because if the concern fails and goes into the hands 
of a receiver the occasion for the policy ceases and the receiver can sur- 
render it for cash. If the insurance company is solvent, the surrender 
value is as good to the creditors as so much money in bank. If the time 
has been anticipated they can wait until the year has expired in order to 
realize the full amount. No bank or other creditor could object to an 
asset of this character. 

If the insured man dies and the face of the policy is paid, insurance 
policy account would be credited with an amount sufficient to close it, and 
the difference between that amount and the sum paid by the insurance com- 
pany would be treated as an extraordinary not as an operating profit. 

This form of insurance should be a great favorite, especially in partner- 
ships where each partner is vitally important to the business. There are 
several forms of policies, but in any form care should be exercised to 
understand what would be done in case a partner thus insured dies. If 
the policy is made out to the firm, the profit arising from the difference 
between the book value of the policy and the amount collected would be 
a profit of the firm, and the estate of the decedent would be entitled to 
his share as determined by the profit and loss sharing ratio. If the policy 
is made to the surviving partners only, they would receive credit for the 
profit and the estate of the decedent would not participate in it. If a 
corporation insures the life of a valuable officer or employee the corpora- 
tion will, of course, receive the whole benefit if the policy becomes a claim 
and is paid. 

A baseball club will insure a pitcher’s arm, but it is often difficult 
to persuade a firm or a corporation that it is good business policy to insure 
a valuable man whose loss would be severely felt. 


PRoBLEM, CORPORATION ACCOUNTING. 


Editor, Students’ Department: 


Sir: Find enclosed herewith problem which I am unable to solve. I 
would like you to work this out and explain it to me. Also, give definition 
for “turnover” and how it is figured, giving an illustration. 


Yours truly, 
C. D. MARSHALL, 


PROBLEM. 


The American Manufacturing Company was organized with an author- 
ized capital stock of $1,000,000.00, consisting of preferred $500,000.00 and 
common $500,000.00, to acquire and extend the business of the Ohio Manu- 
facturing Company. 

A condensed balance sheet of the latter company at the date of acquisi- 
tion by the former company showed the following: 


299 








The Journal of Accountancy 


Assets 
Ey SCL KtehGs Gabel weaned cau tes va acashebss cdaces $1,500.00 
Ee Se ye SO tee A 25,000.00 
ID. oases kcbabaeed osea Neocaneess 100,000.00 
re 90,000.00 
Land, buildings, machinery and equipment......... 270,000.00 
EE ib Gaeta Saxe aa eiaeks hada $486,500.00 
Liabilities 

Dg ac cala Puisdcatnd wateeacce eh eb eaubeeee $60,000.00 
IN os Bose og ota snd gan ded tee wen 75,000.00 
iis ned sendeheaisitie cheba bees ees 50,000.00 
ee I II, oa oo iso's ode cde os cbse water 100,000.00 
- FE NEED ities <i detcdee sh dewekesosons 100,000.00 
PN cpt adstets Sree etd eds ba shee cde 101,500.00 
Ed, Ralatenwadecwaececeedenin $486,500.00 


Under the contract of sale the American Manufacturing Company 
agreed to purchase the assets exclusive of cash and assume the liabilities 
of the Ohio Manufacturing Company, giving in exchange therefor 
$300,000.00 preferred stock and $500,000.00 common stock. Of the balance 
of the preferred stock $100,000.00 was sold at par for cash. 

(a) Draft the journal entries for both sets of books, giving effect to 
these transactions. 


(b) Prepare balance sheets of both companies after these transactions. 


(c) The stock of the Ohio Manufacturing Company at the date of the 
sale of the business was as follows: 


Common Preferred 

64 kod tink saws sadeatetewaee $50,000.00 $15,000.00 
ed aes SO oe ie eae eee 5,000.00 

ee eae a ee Ee ee ee 10,000.00 10,000.00 
ee re re eee 3,000.00 

RRS es Pere eee 25,000.00 15,000.00 
hh es BAe er ee 5,000.00 
> (eve 5, Soe ee a Gee err 2,000.00 

Te cv dade near iak eek cee eta 60,000.00 

$100,000.00 $100,000.00 


Draft journal entries showing the distribution of the assets among the 
individual stockholders and the winding up of the company’s affairs. The 
claims of the preferred stock, which under the contract of issue does not 
share in any profits in excess of its regular dividend, to be settled by 
preferred stock of the new company at par. The annual dividends on 
the preferred stock were paid to the date of the sale. 
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SOLUTION. 


As the Ohio Manufacturing Company receives $300,000.00 of preferred 
and $500,000.00 of common stock for its net assets of $300,000.00, it is 
necessary to charge some account with $500,000.00. There is no intima- 
tion that the fixed assets are to be taken over at any higher value than 
as they appear on the books, although an appraisal might show that they 
were worth more. Therefore, we are forced to the conclusion that 
$500,000.00 was paid for the goodwill of the Ohio Manufacturing Company. 
This seems very large, but the only other alternative is that the common 
stock of the American Manufacturing Company has no value and that 
it is given as a bonus. As bonus to stockholders does not look well in 
a balance sheet, the directors would undoubtedly require the use of 
goodwill. 

The writing of goodwill into the accounts necessitates a corresponding 
credit to surplus. As it is distinctly stated that the preferred stock has no 
claim to any profits in excess of its regular dividends and as those divi- 
dends have been paid to date, the whole surplus belongs to the common 
stock. 

Preparatory to the sale the Ohio Manufacturing Company would make 
the following entry: 

CIEE Shs etd chen cc inked < skates 500,000.00 
et I a karat ecentaween tess 500,000.00 
To record the goodwill allowed by the 
American Manufacturing Company. 


To record the sale these entries would be made: 


American Manufacturing Company ....... 985,000.00 
Te Ue II hb 6ks ties ecccccsees 25,000.00 
Accounts receivable ................. 100,000.00 
Merchandise inventory .............. 90,000.00 
Land, buildings, machinery and equip- 
NE Sh cosinbhs. Seca teeeeuwage ee 270,000.00 
a eer ee a 500,000.00 


Sale to American Manufacturing Company 
of assets as per minutes, etc. 


is MN 6a oiaias ovis Se 5 SG 60,000.00 
DO HRI iano 05s owid 90's 0 8b 8 Koes 75,000.00 
I ei ee Gs ancenanbdads urease 50,000.00 
To American Manufacturing Company 185,000.00 


Assumption of liabilities by American Manu- 
facturing Co. as per minutes, etc. 
Preferred stock, American Manufacturing 


I inn dns cc kent sevnsnnnesecacnatee 300,000.00 
Common stock, American Manufacturing 
rr oP err rrr 500,000.00 
To American Manufacturing Company 800,000.00 


Payment for net assets by American Manu- 
facturing Company as agreed. See 
minutes, etc. 
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The balance sheet of the Ohio Manufacturing Company would then 
be as follows: 


OHIO MANUFACTURING COMPANY. 


Balance Sheet (Date) 


Assets Liabilities 
I a aah lc tl 1,500.00 Capital stock, common. 100,000.00 
American Mfg. Co., Capital stock, preferred 100,000.00 
Preferred stock ..... 300,000.00 Surplus ......ccccccces 601,500.00 
Common stock ...... 500,000.00 
$801,500.00 $801,500.00 





In winding up its affairs it would be necessary to make a cash dividend 
of 1%% and a dividend of 100% payable in American Manufacturing 
Company preferred stock and another dividend of 500% payable in 
American Manufacturing Company common stock to the common stock- 
holders of the Ohio Manufacturing Company and then to pay off both the 
common and preferred stockholders by transferring to them preferred 
stock of the American Manufacturing Company, dollar for dollar. 


EEE Sa Tey Oy 8s Eee See eee 601,000.00 
Dividend payable in cash............... 1,500.00 
a 4s “ preferred stock.... 100,000.00 
7 - “ common stock .... 500,000.00 


Dividends declared by the board of directors. 
See minutes, etc. 


NI ti bats oe Ee Be a eves weed 601,500.00 
Be EE chao dibatk atid ehee us enntwkws 1,500.00 
Preferred stock, American Manu- 
ee ee, 100,000.00 
Common stock, American Manufactur- 
Sy SE cecansreddnesssdsece 500,000.00 
Dividends paid as follows: 
Cash Preferred stock Common stock 
Rs os cite aeaels 750.00 50,000.00 250,000.00 
ee. ee ee 75.00 5,000.00 25,000.00 
ge Sa eee 150.00 10,000.00 50,000.00 
ere 45.00 3,000.00 15,000.00 
Te akennite dead 375.00 25,000.00 125,000.00 
OF ie uk eieaslns 75.00 5,000.00 25,000.00 
OF ie pecan aaael 30.00 2,000.00 10,000.00 
1,500.00 100,000.00 500,000.00 
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Liquidating dividends would then be made as follows: 


Capital shock, COMMBIGMs coe oosssevecccsbccs 100,000.00 
Capital stock, preferred................000 100,000.00 
To American Mfg. Co., preferred stock. . 200,000.00 
To record final liquidation of Ohio Manufacturing Co. 
The liquidating dividend would be divided as follows: 
For common stock For preferred stock Total 

MM. ckd cae caenie 50,000.00 15,000.00 65,000.00 
ye chvuacaunaee 5,000.00 5,000.00 
aE PRET snp 10,000.00 10,000.00 20,000.00 
| RRR Se eee 3,000.00 3,000.00 
EASE 25,000.00 15,000.00 40,000.00 
Pu dxeenace 5,000.00 5,000.00 
eee ee 2,000.00 2,000.00 
Ee ee 60,000.00 60,000.00 

100,000.00 100,000.00 200,000.00 








On the books of the American Manufacturing Company the opening 


entries would be: 


Subscribers, common stock..............+- 500,000.00 
Capital stock, common............... 
Names of Ohio Mfg. Co. stockholders as 
subscribers. 
Subscribers, preferred stock............... 400,000.00 
Unsubscribed preferred stock.............. 100,000.00 
Capital stock preferred.............. 
Subscribers not detailed to save space. 
PEE WOGEIINIEE nc davc chavdenscdeccnccnsate 25,000.00 
Sees SIE sii 5s. k55 0 6065.06 sna vcd 100,000.00 
Merchandise inventory ...............eee0: 90,000.00 
Land, buildings, machinery and equipment.. 270,000.00 
GenOee ... scsctabadisisisdasnndstinaieel 500,000.00 
Ohio Manufacturing Co. vendor...... 
Purchase of assets. See minutes, etc. 
Ohio Manufacturing Co., vendor............ 185,000.00 
I 3 osc buwaptcsnsssegeoce 
PRI I kc snd obs bas cineccems 
I MD 8c scpevcnsuncedusnns 
Assumption of liabilities. See minutes. 
Ohio Manufacturing Co., vendor........... 800,000.00 
Subscribers common stock ............. 
” preferred StQGK ..06...00000 
Gah. «1. cacencsieeseenehe iene 100,000.00 
Subscribers preferred stock ......... 
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985,000.00 


60,000.00 
75,000.00 
50,000.00 


500,000.00 
300,000.00 


100,000.00 
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In a state that allowed one corporation to hold stock in another the 
Ohio Manufacturing Co. could be given as a subscriber. In Illinois and 
other states that do not allow such holdings, the subscribers would have 
to be the individual stockholders of the Ohio Manufacturing Co. 


BALANCE SHEET, AMERICAN MANUFACTURING COMPANY. 


Assets Liabilities 
SN aac eek ane amen we od $100,000.00 Bills payable ............ $60,000.00 
Bills receivable ......... 25,000.00 Accounts payable ....... 75,000.00 
Accounts receivable ..... 100,000.00 Bonded debt ........... 50,000.00 
Merchandise inventory .. 90,000.00 Capital stock common... 500,000.00 

Land, building, machinery Capital stock 

and equipment ........ 270,000.00 Preferred 500,000.00 

SEE Sen ddsecescdccees 500,000.00 Less unsub’d 100,000.00 
—— 400,000.00 
$1,085,000.00 $1,085,000.00 

TURNOVER. 


There is no authoritative definition of “turnover.” Lisle says it is 
the total of the annual sales. Others say it is the cost of the goods sold 
and the expense of selling them. The trouble is that there is no tribunal 
like a supreme court to which accountants can appeal to decide which of 
these or any of other definitions that may be given is correct. Authors 
of accounting books are prone to use such terms without defining them, 
apparently taking it for granted that everyone understands them, which is 
far from being the case. Montgomery almost defines turnover when he 
says that “an auditor should always seize an opportunity to compile data 
with respect to the number of times various stocks of goods are or should 
be turned over in a year.” The turnover then would appear to be the cost 
of the goods sold. 


INVENTORY AT Cost OR MARKET. 


Editor, Students’ Department: 


Sir: Enclosed please find a query regarding the proper handling of 
an inventory for the year 1915 which I should like to have taken up in 
the Students’ Department of Tue JourRNAL oF ACCOUNTANCY. 


Yours very truly, 
G. H. K. 


San Francisco, California. 


QUERY 


A corporation owns and operates a large wheat ranch. The crop of 
1915 amounted to 120,000 sacks and according to the accounting records 
the total cost of the wheat landed at the warehouse for storage was 


$75,000.00. 
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In closing the books and preparing a financial statement as of Decem- 
ber 31, 1915, the wheat still being in storage at the warehouse, it is neces- 
sary to include it in the inventory. At December 31st, the market price 
of the wheat, if sold at that date, was $250,000.00. At what price should 
the wheat be taken into the inventory December 31, 1915? 

X says it should be taken at the market quotation on that date and 
that the difference between the market price, $250,000.00, and the landed 
and storage cost of $75,000.00, should be regarded as profit for the year 
1915. 

Y says it should be taken at the landed cost plus storage charges to 
date. He maintains the profit cannot properly be considered until the 
wheat is sold. 

Y also calls attention to the fact that if the profit is taken upon the 
books for the year 1915, it must be included in the return for federal 


income tax. 


There is no better established accounting principle than the one that an 
inventory must not be valued at more than cost. 

The fact that wheat costing $75,000.00 could have been sold on Decem- 
ber 31, 1915, for $250,000.00 does not mean that a profit of $175,000.00 has 
been made on it. It is absolutely impossible to make a profit in any way 
except by a sale. If you do not believe it, ask the speculators who have 
tried to run corners in wheat and have succeeded in making the most satis- 
factory profits on paper based on the quotations which they had forced up. 
When they came to unload they found that there was a great difference 
between figuring the profits from the ticker and realizing them on the board 
of trade. 

There is nothing to guarantee the stability of the prices quoted on 
December 31, 1915, unless the wheat was sold for future delivery, but that 
would involve a sale by which the profit would have been made. In this 
case no such sale seems to have been made. There are scores of things 
which might happen to knock the bottom out of the market before the 
wheat could be sold. In any event there are carrying charges to be paid, so 
that the wheat must eventually be sold for more than $250,000.00 to make 
the profit which would be taken in 1915, if it is inventoried at that price. 

A profit is made only when a valid sale is made. Taking paper profits 
is not only very bad accounting; it is also very bad business management 
and has led more than one self-deceived man into the road that ends in 
bankruptcy. 

In regard to the general subject of inventories, the usual rule given by 
the authorities is to value them at whichever is the lower, cost or market 
price. This is undoubtedly the safest plan to adopt, but it does not seem 
logical. As it is unquestionably wrong to value at market price when that 
is higher than cost, on the ground that no profit can be made except by a 
sale, it would seem equally wrong to show a loss by valuing at market 
when that is lower than cost. If a profit cannot be made except on a sale, 
it is difficult to see how a loss can be made im any other way. As there 


305 





The Journal of Accountancy 


is no way to guarantee that the high market price will continue, there is 
also no certainty that the low price is permanent. 

The rule should be taken, like most rules, as subject to exceptions. 
If the selling price has declined on account of the drop in the cost of 
raw material, it would seem entirely proper to inventory at the lower 
price. But if the selling price has not been affected, there does not seem 
to be any good reason why the inventory should not be taken at cost. 
The profit that will eventually be made will be the same as would have 
been made if the goods had all been sold before the date at which the 
inventory is taken. 


























aS 





Correspondence 


“The Tyranny of the Engraver” 


Editor, The Journal of Accountancy: 


Sir: The two recent criticisms of my contribution to your September 
number seem to demand attention. There is no danger whatever of 
the reforms I advocate sending Mr. Mitchell and his associates to jail in 
the manner feared. The balance sheet he exhibits is correct as far as it 
goes; particularly in so far as it does not contain an item of $10,000 
among the assets, designated as “discount on bonds,” but he overlooks 
entirely the possibility and, indeed, likelihood, that any competent account- 
ant preparing such a balance sheet for the public would furnish ample 
detailed information in a marginal memorandum or footnote. 

It is inconvenient to adhere to the ,000 as that makes the rate the 
unknown quantity, so let us assume 149.66 instead. Then, without 
violating sound accounting principles, there are plenty of ways for 
conveying the information that: 

An issue of $100,000 6s, due in 17 years, has just been sold at a i 
to net the purchaser 7 per cent.; creating the present book value of the 
loan shown in the balance sheet. 

The cash requirements for the next 17 years for coupons amount to 
$3,000 per half-year (followed by facts and figures as to a sinking fund). 

By reason of the coupon payments falling short of the true interest 
on the principal, the amount of indebtedness will grow steadily at com- 
pound interest, attaining $91,971 in 5 years, $94,540 in 10 years, etc., and 
finally reaching $100,000 at maturity; and that in consequence the interest 
charge, to come out of earnings, will also steadily increase in the same 
ratio. 

Mr. Mitchell in his closing remarks seems to have overlooked the 
indictment of present methods as drawn in my foreword, wherein it is 
shown that when $904,000 is borrowed at 4 per cent. for 10 years the 
figures representing indebtedness that go into the balance sheet are: 


$904,000 
1,150,000 
250,000 
according to whether it is an overdraft, a discounted set of notes, or a 
bond issue; in other words, the matter is decided by the labels that a 
tyrannical engraver had placed on the evidences of indebtedness. 

As for Mr. Wright, he is entirely mistaken in the statement that “else- 
where it is maintained that the liability assumed includes interest as well 
as principal and should be recorded so,” (my italics). 

irst of all, I supgnes that by “interest” Mr. Wright really means 
coupons. If $100,000 20-year 7 per cent. bonds are put out, one has but 
to read the set of negotiable instruments that constitute the bond issue 
to assure himself that a liability of $240,000 has been incurred, but I 
never did and never will advocate listing these $240,000 promissory notes 
in the balance sheet, now, at $240,000 unless they were sold on a 0% 
basis, and my reasons for not consenting thereto would be the same as 
those for protesting against the purchaser of these $240,000 notes, who 
bought them at a price to Be him some rate of interest, putting them 
in his balance sheet at $240,000. 

This $100,000 bond and the 40 coupons for $3,500 each have a present 
worth, to yield an investor a certain rate of interest, and such present 
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worth is what the lender pays out and the borrower receives. When a 
loan is effected the only accounts that are disturbed are cash and loans 
payable (or investments). There is nothing for profit and loss until it 
is deemed worth while or necessary to make an entry recording the 
amount of interest that has accrued (or been earned); and the creation 
of such accounts as “discount of bonds,” “deferred charges to interest,” 
etc., are in my opinion altogether unnecessary and constitute clumsy and 
perhaps ludicrous substitutes for a system of accounting based upon the 
principle that every entry is the record of a fact. 
Very truly yours, 


St. Louis, February 14, 1916. Artuur §. Lite. 
P. S—It now occurs to me that perhaps Mr. Wright was led astray 
by the remarks on page 190: * . . does it not owe what it will surely 


have to pay out? 


This paragraph at the very commencement of the argument is a sug- 
gestive question (and furthermore qualified by the remark that further 
full discussion is to follow) and not an assertion or a conclusion, and was 
pte og in the hope that the reader accustomed to the classifying of 

tiable instruments by printed labels rather than by abstract accounting 
principles, might be in the position of Mark Twain’s heroine: 
“the shady devil—Doubt—had knifed her.” 

Acknowledgment is due Mr. Wright for the exceptionally courteous 
and temperate manner in which the criticisms contained in his opening 
paragraph are couched—affording a model in that respect which I have 
endeavored to follow in making this reply. 





“Jobs” 


Editor, The Journal of Accountancy: 


Sir: Mr. Freeman’s letter published in the February Journat brings 
to mind an experience of the writer some years ago when he was com- 
missioned to reorganize a department of one of the large firms of archi- 
tects in this country. 

Early in the course of the survey the term “jobs” (designating the 
commission from the client) came up and it seemed to be a term univer- 
sally used by everybody in the organization. 

“Jobs” grated upon the writer’s nerves and in submitting his report 
which included both classification and terminology, he decided that the 
term “contracts” would sound much better and accordingly substituted 
the latter term throughout his report. 

Unfortunately it developed later that the term “contract” was almost 
uniformly used by architects to designate the agreement between the 
architect and the individuals or organizations undertaking the execution 
of the work. 

In the particular instance referred to the change caused some few 
mix-ups and necessitated the rewriting | of the ,Teport, after which expe- 
rience the writer concluded that “jobs is jobs.” 

Mr. Freeman’s warning is timely as it is due to the laxity on the part 
of members of a profession that such words firid place in the terminology 
of that profession. 

Yours very truly, 


New York, February 8, 1916. 
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Practice Requirements in Missouri 


Editor, The Journal of Accountancy: 

Sir: With reference to your editorial under the caption Recruits 
Wanted, which appears in the current issue, please permit me to point out 
how I at least am debarred from joining the ranks of certified public 
accountants, and in all probability there are many others in the same 
unenviable position. 

In the utmost good faith I took a course in higher accountancy with 
the La Salle Extension University of Chicago, under the impression that 
on completion of the course I would have no difficulty in sitting for the 
state examination. You can, therefore, imagine my astonishment when 
I made application for the necessary papers to be informed by the 
then secretary of the Missouri Society of Certified Public Accountants, 
Mr. B. D. Kribben, that before I could take the examination it would be 
necessary for me to practise as a public accountant exclusively for a term 
of three years, or else seek employment with a firm of certified public 
accountants for a like period. He was good enough to supply me with a 
copy of the state law, which distinctly provided that candidates for exam- 
ination should have three years’ practical accounting experience, but said 
nothing about having that experience in the office of a certified public 
accountant or of being in business for one’s self. Mr. Kribben was also 
good enough to inform me that I might sit for the examination if I 
wished, but under no circumstances, whether I succeeded in passing it or 
not, would they issue me a certificate until I complied with the rule of 
the society. 

In this dilemma I consulted two attorneys in good standing, both of 
whom informed me that the rule was in conflict with the laws of the state 
of Missouri. I had, however, acquired a sufficient knowledge of law in 
the course of my studies to make me avoid litigation, and accordingly I 
tried every means to get employment with some of the accounting firms 
here, but without success. It was only necessary to notify them that I 
contemplated sitting for the examination, and whatever chances I might 
have had otherwise went a-glimmering. 

I think the insistence on the above rule in my case is a decided hard- 
ship, inasmuch as in the course of my experience, which has been some- 
what diversified, embracing accounting in railroad, mining, municipal, real 
estate, commercial and manufacturing offices, I had done a good deal of 
auditing. To comply with the rule, I was perfectly willing to take em- 
ployment with any of the accounting firms at a less salary than I had 
been accustomed to receive and am receiving, but it was no use, as it 
seems their object is to unduly restrict the number to whom certificates 
are issued and thereby keep the business among a select coterie, so to 
speak. When such practices as these are resorted to by labor unions the 
professions, and all other decent thinking people for that matter, decry 
it, and it is therefore more astonishing to me that the members of a 
profession having such high ideals could stoop to such a thing. It will 
certainly never help them to command the confidence and respect of the 
community. 

Yours very truly, 
A. D. Lortmer. 


4619 Morgan Street, St. Louis, Missouri, February 15, 1916, 
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REPLY BY B. D. KRIBBEN, C.P.A. 


Editor, The Journal of Accountancy: 


_Sm: Complaints of the kind contained in Mr. Lorimer’s letter ordin- 
arily require no answer and I should pass his letter unnoticed were it not 
for the fact that a wholly erroneous impression of the Missouri C.P.A. 
law is liable thereby to mislead the profession as well as the laity. 

An impression seems to have gained general credence that upon grad- 
uation from a commercial school a student is qualified, if he passes the 
C.P.A. examination, to be registered as a public accountant without the 
training resulting from three years’ practical pursuit of the profession. 

Mr. Lorimer’s attack is on the state board of accountancy of Missouri 
(not the Missouri Society of Certified Public Accountants) for passing 
a rule, as he terms it, which, he says, good attorneys have informed him 
was in conflict with the laws of this state. 

The rule which he presumes exists is that this board will not certify 
to the secretary of state for registration as a C.P.A. the name of a candi- 
date who has passed the examination but who has not had three years’ 
experience in practice as a public accountant. 

The board has no such rule. The statute itself prohibits the board 
from certifying under these conditions. 

The Missouri law was passed by the legislature in 1909. The Session 
Acts of Missouri 1909 page 710 contain “An act regulating the practice 
of public accountancy; creating a board of accountancy, etc., etc.” 


Section 1 of the act reads: “Who shall be public accountants—title to 
be employed,” and then states that “any citizen . . . having a place 
for the regular transaction of business as a professional accountant 
may become a certified public accountant.” Then follow the conditions: 


Section 4, which became inoperative in February, 1910, permitted the 
board to certify for registration persons who “had been engaged in 
reputable practice as public accountants for three years prior to the 
passage of the act.” 


Section 3. Empowers the board to determjne the qualifications of 
persons applying for examination for certificates which shall embody the 
following : 


Section 3 (b). Applicants for certificates, before taking the examina- 
tion, must produce evidence satisfactory to the board that they are over 
twenty-five years of age, of good moral character, be graduate of high 
school with a four years’ course (or similar school of equal grade and 
repute) . . . and that they have had at least three years’ practical 
accounting experience. 


Section 3 (c) provides: “After the examination provided by this act 
the board shall if in its judgment the applicants be entitled thereto, certify 
their names for registration.” 

The board in order to feel assured that it was acting according to the 
law and. within its powers sought an opinion of eminent counsel as to 
its duties, powers and the restrictions put upon it under the act and was 
advised “that it was limited to the examination of such candidates as 
were at the time professional accountants having a place for the trans- 
action of business as such, and possessing all the qualifications imposed by 
the law.” This included three years’ experience as public accountants in 
practical accounting. 

The question also arose as to what constituted a public accountant. 
After careful deliberation the board adopted the following definition or 
rather descriptio persone: 

A public accountant is one who is skilled and versed in the theory and 
practice of the various branches of accounting; who has a place for the 
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regular transaction of business as a professional accountant, and who 
devotes his time during the usual business hours of the day to the render- 
ing of services as an accountant to the public generally, or is employed 
as an accountant by public accountants. 

An accountant who does not have a place for the regular transaction 
of business during the usual business hours of the day as a professional 
accountant with the public generally, who renders accounting services occa- 
sionally only, and collateral to or in connection with some other employ- 
ment or vocation, or who limits his accounting services to one or a few 
persons, firms or corporations not engaged in the practice of public 
accountancy, is not a public accountant. 

The board soon realized that if the letter of the law, requiring appli- 
cants for examination to be public accountants with three years’ profes- 
sional experience, were rigidly adhered to the number of candidates was 
liable to be about one every few years, and thereupon with a view of 
carrying out the spirit of the law as they understood it, the board per- 
mitted and still permits candidates otherwise qualified to sit for examina- 
tion and gain their practical experience afterwards. When the board is 
satisfied that the candidate has had that experience his name is certified 
for registration. Suffice it to say that under this construction of the law 
several young men who had not had the three years’ experience sat and 
passed and subsequently were registered. Others who passed obtained 
positions at once with leading accounting firms, principally on the strength 
of their having passed. 

No one realizes the need of capable, efficient and trained men in the 
profession more than does this board and it is doing everything in its 
power to help candidates of this kind. 

The Missouri Society of Certified Public Accountants has offered a 
prize of thirty-five dollars to the examinee who passes with the highest 
grade on all subjects required at three consecutive sessions (constituting 
one examination), which reimburses the candidate for his outlay with 
respect thereto, including the fee for the certificate of registration. 

Now a word or two about Mr. Lorimer’s complaint. Mr. Lorimer did 
net apply for examination. He filed no application for leave to sit there- 
for. His criticism of the board is both unjust and ill-digested. His 
charges are based on a wholly erroneous construction of the law, its 
purposes and the duties and obligations of the board thereunder, and his 
letter does not indicate sufficient attention to those qualities which are 
essential to a certified public accountant, among which are the temperate, 
thoughtful, logical and scientific analysis of the matter which he has under 
consideration. 

Yours very truly, 
B. D. Krresen. 
Secretary, State Board of Accountancy of Missouri. 


St. Louis, March 1, 1916. 





Treatment of Interest on Capital 


Editor, The Journal of Accountancy: 


Sir: On page 13 of volume 2, 1915 C. P. A. Problems and Solutions, 
appears the answer of Mr. Ernest Boyd, C.P.A., to question 9, of the series 
set by the state board of accountancy of Missouri, for December, 1914, 
examinations. It is therein stated that “interest on capital invested should 
not be charged as a part of the cost of production of a manufacturing 
plant” for the reasons that are thereafter given. 

In this connection I wish to submit the following questions for solu- 
tion through your columns: 
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A parent or holding company, operating branches in several states, finances 
its subsidiaries by means of a 5 per cent. bond issue and by discounting 
short term notes at, say, an average interest charge of 5% per cent. per 
annum. Should not the parent company charge each subsidiary with 
interest on working or loan capital? It is stated, in the answer to ques- 
tion 9, by Mr. Boyd that “the true rate of interest which capital invested 
should obtain is a matter of opinion not possible of definite determin- 
ation.” In this instance the working capital invested in each subsidiary 
and the interest charged can be definitely determined. Would it not be 
sound practice to distribute the interest paid by the parent company pro 
rata against each subsidiary? If the interest is so pro-rated against a 
subsidiary manufacturing plant, would not the interest item be a part of 
the cost of production? If one of these subsidiary companies were strictly 
a selling organization, would not the interest charge become a part 
of the selling cost? The selling organization would recover, through its 
charge to customers, a part of its interest cost, as unpaid receivables 
would bear interest from date of maturity. 

Very truly yours, 
J. J. Quictey, C.P.A. ( Mass.) 

New York, March 2, 1916. 





“Recruits Wanted” 


Editor, The Journal of Accountancy: 


Sir: The editorial in the February JourNaL or AccouNnTANCY entitled 
Recruits Wanted has been read with care. I served my time as junior 
accountant, and I am one who has gone into other fields, I like public 
accounting; there is no field of endeavor that can compare with it but—. 
It seems to me that you are presenting but one side of the case—that of 
the company. One large factor at the present time responsible for the 
dearth of men in this honorable profession is the lack of a chance within 
a reasonable time to make good and to earn something more than a living 
wage. Among my friends and acquaintances are many public accountants, 
certified and not certified. Their cumulative opinion, inclusive of mine, 
is that unless one be a member of a firm, the present attractions which 
public accounting has to offer—for the junior, even for the experienced 
junior, the junior who puts all his effort into the work to make good— 
are excessive hard work, poor pay and poorer appreciation of one’s efforts 
than the laborer secures from the gang boss. 

Often have I worked until the wee small hours in the morning, gone 
home for some three hours of rest, and was the first one back on the 
job at the regular time the next day. Many an uncompleted task I took 
home with me, to work on it most of the night so I could turn in a com- 
pleted paper the next morning. And then, when I asked for a “raise,” 
what happened? I was told my work was not satisfactory; I would 
never make an accountant; I was lazy, and was retained merely out of 
charity or pity. Of course, such treatment did not sting. But I hung on 
and waited. When I secured another position, I resigned. Then the tables 
changed. I was asked to remain; I was told my salary would be raised 
at once if I remained; I was told that I was a valuable man and that I 
was doing good work. But I left. This same experience was repeated 
more than once. Then I left the game for good. 

Now I am treated like a man. I have a chance to do constructive work. 
If any of my ideas prove worth-while I am told so. I am able to live 
comfortably and save something. I have a mite of happiness mixed in 
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with the hard work, Perhaps I am a pessimist; perhaps I was doomed to 
be the goat, but—. Accounting is a noble profession, worthy of men of 
only the highest standard of ability. I study religiously every accounting 
book and form I can buy and beg. I would transplant myself into the 
work again if there was the same opportunity in it to make good as there 
is in my present occupation. I am willing to place before accounting 
students who come to me for assistance the attractions public accounting 
has to offer. But it seems to me that an editorial aimed at drawing the 
attention of the big men to their carelessness in the treatment of the 
ordinary individuals upon their staffs would be pertinent. 
Respectfully yours, 
Chicago, Illinois. G. E. BENNETT. 





Editor, The Journal of Accountancy: 


Sir: I have just read, with much interest, your editorial entitled 
Recruits Wanted in the February number of THe JourNat. It is a subject 
of personal interest to me because I am one of those who went through a 
pretty thorough course in accountancy, only to find that accountants will 
not pay their assistants. They want it all. They charge big fees but 
expect to get help for almost nothing—certainly for less than the earnings 
of a good bookkeeper. This is the sole reason, in my opinion, of the 
“difficulty of securing recruits for accounting offices.” They exploit the 
law exacting two years’ experience with a public accountant. 

To give my own experience. I have always been with big import 
and wholesale dry goods concerns—in the counting house. As a boy I 
entered a London corporation of £200,000 fully-paid capital and having 
24 departments. I also spent a year in Paris. I came to this city an 
entire stranger and found myself employment within ten days, without the 
help of advertisements, in one of the largest New York houses, where I 
stayed five years, 

It was at this time that I commenced the study of accountancy. I went 
through the regular course of theory, practice, etc., with comparative ease, 
owing to my long practical experience. As a bookkeeper I always earned 
$30 to $40 weekly so that it came as a distinct surprise to find that ac- 
countants pay on a lower scale. I would not think of working and giving 
my experience to an accounting office for less than $40. 

I used to wonder why I received no replies to my offers of service. 
My education is above the average, considerably above. In addition to 
English I know French and am well-read. However, I discovered it was 
a question of salary. I was expected to drop from a well-paid bookkeeper 
to a low-paid accountant. 

Consequently I became a private accountant and am doing well and in 
all probability I shall develop into an established accountant. I have 
my reference library—Dickinson, Esquerré, Moxey, and others, also THE 
JourNAL, to which I have subscribed for six or sever years. These 
together with my practical experience and abilities fully equip me for 
everyday business, large or small. 

I shall await any replies that may be made to the above with much 
interest. Yours very truly, 

Private ACCOUNTANT. 

New York. 





Editor, The Journal of Accountancy: 

Sir: I have read your editorial Recruits Wanted, appearing in the 
February issue of THe JouRNAL, in which you deplore the dearth of 
much needed trained accountants in the profession, especially during the 
busier periods of the year. You express wonder as to what becomes of 
the large number of students of accounting who do not become account- 
ants. 
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Permit me to cite my own experience in this connection. I have studied 
accounting since September, 1913, in New York University (taking the 
evening course) and expect to graduate this summer, after having com- 
pleted a three year course of study. 1 intend to take the C. P. A. 
examination within the next twelve months, and it is my desire to make 
public accounting my life work. Last June, I seriously tackled the problem 
of obtaining a position in the office of a C. P. A., to acquire the preliminary 
training of my career and also to qualify to become a C. P. A. in the 
future. I have had no accounting experience, as such. 

I have a good position, which I have held for four years, and which I 
am willing to give up at a moment’s notice. I am twenty-three years of 
age, unmarried and quite in a position to risk temporary work and 
temporary unemployment. Since June of last year I have interviewed 
many accountants and representatives of accounting firms, but have been 
unsuccessful in securing the position I desire because I have had no 
accounting experience—the very obstacle I am trying to overcome! 

I have not given up thought or effort to get into an accountant’s office 
because I want to become a professional public accountant, but assuming 
I had a promising opening in another field of work, and was not so 
particularly anxious to become an accountant, I would not experience much 
delay in my choice as to my future work. 

This letter is not written in a spirit of criticism of present conditions 
as I have found them to exist, but rather in answer, in part, to your 
editorial, Recruits Wanted. 

Yours respectfully, 


507 East 139th Street, New York. J. BENNETT. 





Editor, The Journal of Accountancy: 

Sir: It is not surprising to see the editorial Recruiting Difficulties in 
the March number, which is a reply to a student who points out the most 
prominent reason for the failure of young men to make accountancy their 
life’s work and, hence, the lack of qualified accountants. 

This editorial again draws the attention of students to the bright 
opportunities in the accountancy field. But this, repeated one thousand 
times, will not relieve the situation. Every student receives this infor- 
mation long before he takes up the study of accountancy. In fact, he is 
often induced to take up its study by the brilliant descriptions of the 
prospects the accounting field holds out to young men contained in the 
catalogues of various accountancy schools. So that it is not the lack of 
this information which prevents the young man from entering the pro- 
fession, but it is the want of opportunity to fit himself for its duties. 

It is to be regretted that neither the editorial nor the student who 
wrote the letter offer any suggestion which might lead to adopting some 
method of solving the problem in question. In the following paragraphs 
I shall try to point out one way in which to overcome recruiting difficulties. 

That the accountancy profession is in need of a training school from 
which qualified young men may be drafted into the ranks of accountants 
is self-evident. There are thousands of young men who come out of 
accounting schools each year. A large number of these tries to get into 
accountants’ offices. This is not an easy task. In fact it is an extremely 
difficult one. The opportunities seem to be so rare. As an illustration, 
I shall refer to my own experience. I was graduated from an account- 
ancy school in June, 1915. This school also conducts an employment 
agency and, although I had my application in for about three months 
(during the accountants’ busy season), I have not yet received any notice 
that there is a position open with an accountant, nor have I been able to 
connect with one through any other medium. Here is a case where 
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neither salary nor qualification has played any part. I know of a great 
number of similar cases. In the meanwhile it means a continuation of 
studying theories and working out problems in order to keep in touch 
with the subject. 

As months go by and there does not seem to be any opportunity for 
employing the knowledge obtained in the accounting school, it is not 
surprising that so many of us seek the best possible remunerative job 
and forsake the accounting profession. 

Why is it so difficult to obtain employment with an accountant? It 
may be that accountants have not confidence in the abilitv of the average 
graduate of an accounting school. Then, too, there is the lack of quali- 
fication in some students to become public accountants. How is the latter 
to be determined? 

What is wanted is a training school to which students should be 
admitted only upon passing the school’s examination, the requirements to 
sit at such examination to be a certificate of graduation from a reputable 
accountancy school. This school should be in charge of a director, who 
should pick for instructors specialists in each subject. The course should 
be practical in every sense; real books should be used and transactions 
should be worked out completely—not merely indicated by the instructor 
that it is done this way or that way. The director should have charge of the 
grading and keeping of each student’s record. It is from such records 
that an accountant could find out the qualifications of a prospective junior. 
It is in such a school that the student could determine whether or not he 
were qualified for public accounting. He has no way of finding this out 
now. Indeed, he is informed by the authorities of the school he expects 
to enter that all that is required are a little common-sense and hard work 
—which does not quite agree with the editorial above referred to. He 
could find this out for himself in the new school. 

Every student who could meet the requirements and was desirous of 
entering the profession of accountancy would be willing to pay the fee 
which would be required for the privilege of training. The student would 
not be the loser even though he learned that he was not qualified for 
public accounting; for the training thus obtained would equip him with 
a greater earning power in private employment. It would also save him 
~ time he would otherwise waste in a profession in which he does not 
belong. 

In the absence of such a school, how is one to get into an accountant’s 
office after he leaves an accounting school? 

Very truly yours, 
J. S. 

New York, March 14, 1916. 





J. Sherman Mitchell and William A. Ferris announce the formation 
of a partnership under the firm name of Mitchell & Ferris, with offices 
at 30 Broad street, New York. 
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FORD METHODS AND THE FORD SHOPS; by Horace Lucien 
ArRNoLp and Fay Leone Faurot. The Engineering Magazine Company, 


$5. 


In the preface to this book, Mr. Going, editor of The Engineering 
Magazine, remarks that “Ford’s success has startled the country, almost 
the world, financially, industrially, mechanically. It exhibits in higher 
degree than most persons would have thought possible the seemingly 
contradictory requirements of true efficiency, which are: constant increase 
of quality, great increase of pay to workers, repeated reductions in cost 
to the consumer.” The book itself undertakes, and with a high degree 
of success, to explain the methods which have been developed through 
which these “seemingly contradictory requirements” have been harmon- 
ized and transformed into achievement. The short biographical sketch 
ef Henry Ford contained in the first chapter is sufficiently analytical to 
permit the reader to realize that not only do contradictions inhere in 
efficiency, but that personal characters may contain them as well. The 
history is necessarily greatly condensed, but it reveals the quality of the 
man nevertheless and enables one to understand or at least to realize the 
contrasting characteristics which have attracted so much attention since 
the book was written. The first chapter also gives a brief account of the 
earlier history and growth of the Ford business and a description of the 
conditions under which the recent development has taken place. The 
second chapter treats of the Ford stock system and employment methods 
and is filled with interesting information on these two subjects. One gets 
an idea of the interrelation of these two apparently unrelated matters 
and discovers how the system demands the original employment methods 
which have been covered and how the methods would hardly serve under 
another system. 

To the accountant the largest interest lies in the descriptions and illus- 
trations of forms used throughout the whole unique system. These are 
scattered throughout the volume in connection with the text describing the 
various operations and component parts of the work. They include 
employment department records, pay rolls, time cards and various forms 
used in the labor department, inspection forms and blanks, daily car 
reports, time tickets and daily production records, and explain how they 
are used. One specially interesting feature of the methods is the 
“shortage chaser,” whose functions and methods are described, together 
with the forms and records which have to do with his work. To 
the technical man the book, interesting as it is, will be of greater value 
than to the ordinary reader. The full description of productive operations 
with abundant illustrations makes clear the methods through which the 
tremendous output is made possible. The innovation of the “moving 
assembly,” or rather its elaboration in a way never before attempted, is so 
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clearly described that even the untechnical man can readily understand it, 
and can appreciate what a reduction in labor costs is effected through this 
method alone. All the other Ford methods, which are so profitable, are 
quite as plainly set forth, and he must be a well equipped man indeed who 
cannot find through these illustrations and descriptions new vision and 
enlightenment for greater productive efficiency. The book is specially 
commended to industrial engineers and cost accountants who desire to 
study new applied methods. E. LTS. 





APPLIED THEORY OF ACCOUNTS: by Paut-Josepn Esguerré, 
C. P. A. Ronald Press Co. $3 post-paid. (Second printing.) 


Part I deals with the preliminary ground of business organizations, 
sole proprietorships, partnerships of various kinds and corporations, 
giving clearly and succinctly the definitions, rights and liabilities of each 
and the duties of the accountant in audits thereof. Part II contains the 
general theory and technique of accounts in which the author has a 
friendly word for that forlorn outcast single entry system which is 
perhaps timely and worth heeding. His illustrated description and analysis 
of the system shows that it is by no means difficult for a trained accountant 
to prepare intelligent and analytical statements from books properly kept 
on this system. This chapter alone is valuable to the tyro in public ac- 
counting as it gives him information about a system that the average 
business course contemptuously ignores. Double entry receives full atten- 
tion, of course, and many accountants will doubtless be surprised to learn 
there are triple and quadruple systems also. An interesting study of the 
evolution of journals and subsidiary ledgers follows. Parts III and IV 
take up the work proper and consider the theory and principle of each 
account and their practical application. Advanced students of the science 
will appreciate his departure from the customary dogmatism of the text- 
book. No claim is made without giving the author’s reasons for it, nor 
does he dismiss any controverted point without fair and candid con- 
sideration of the theory on which it is based, the author contenting him- 
self with pointing out what he considers the flaw in the theory. For 
instance, he takes issue with the time-honored rule of inventory valuation 
—cost or market, whichever is the lower—pointing out that if the object 
of the income statement is to show the actual profit on sales, then the 
actual cost of the goods sold must be the correct basis, not what they 
would cost to-day or next year. The fifth and concluding part deals with 
various forms of financial statements including those of liquidating con- 
cerns and of fiduciaries. 

The author is careful throughout to quote legal decisions bearing on 
accounting matters, and also those of the railroad and utility commissions 
—a valuable point for beginners in the profession to bear in mind, for 
such decisions, however contrary to correct accounting principles they may 
be, are law until some future court or commission sees light. 


W. H. L. 
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INDEXING AND FILING; by E. R. Huppers. The Ronald Press Co., 
New York. 


A compact, handy and practical manual on systems of indexing and 
filing letters, papers, plans, books and other documentary data, which has 
long been sorely needed by business men. There have been many pamph- 
lets and booklets published by manufacturers of cards and files but of 
course for the sole purpose of pushing the sales of their particular 
product. Not infrequently a young business concern has been induced to 
install an elaborate system thus advertised only to find out too late that 
it is not suited to that particular line of business. With Mr. Hudders’ 
book before him it is now possible for the office manager to study the com- 
parative merits of different systems, since the author shows impartially the 
limitations as well as the advantages of all. The public accountant will 
find the book valuable for reference whether he is on the point of 
advising a client or in the happy situation of finding it difficult to keep 
track of a rapidly growing mass of clients’ correspondence and working 
papers. An entire chapter is devoted to the “files of an accountant” and a 
very elaborate classification of information and data files provided. Every 
paragraph in the book is numbered and an excellent index makes refer- 
ence a quick and easy task. W. H. L. 





BREWERY ACCOUNTS, by Franx W. Tuornton, C. P. A. The 
Ronald Press Company, New York, 1913. 


The short preface of this book, in which the author explains the 
reasons for its existence, is a commentary upon the relation of accounts 
to business which is applicable to practicaily every department of indus- 
try. The evolution of business in this country, as exemplified by the 
era of large profits when the annual or semi-annual statement was sufh- 
cient, followed by the period of increased cost of labor and material with 
the consequent narrowing of profit and the accompanying necessity of a 
closer and more frequent scrutiny of statements of profit and loss, is 
clearly set forth. Familiar as these facts are, it is unfortunate that 
adversity must be the inspiration for so excellent a scheme of accounts 
as Mr. Thornton describes. Assuming an ordinary knowledge of book- 
keeping in the reader, but devoid of technicalities and maintaining a 
simple directness throughout, this book carries the reader through the 
manufacture of the various grades of malt liquors, operation by opera- 
tion, with the accounting procedure for each operation. The selling 
conditions peculiar to this industry are reviewed and the accounts sug- 
gesting various methods of sale control fully described. Considerable 
space is devoted to distribution and administration expenses, while the 
various capital and current accounts are amply covered. The book is 
divided into two parts—part one including, in addition to the foregoing, 
lists of the various books of account; while part two describes and 
illustrates the various essential forms, in addition to formulz, fluctua- 
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tions in which have a bearing upon the successful operation of breweries. 
Taken altogether, the book is thoroughly worth while and Mr. Thornton 
is to be congratulated upon the succinct and thorough manner in which 
he has handled his subject. Joun F. Fores. 





THE ACCOUNTS OF AN EXECUTOR; by Ernest Evan Spicer, F.C.A. 
H. Foulks Lynch & Co., London. Fourth edition. 


A pamphlet of fifty-five pages written apparently more as an appendix 
to the larger work Executorship Law and Accounts by Ranking, Spicer 
and Pegler, than as an independent text-book, There is enough solid meat 
in it, however, in the way of a synopsis of the duties of an English 
executor to make it well worth the attention of American accountants. 
The rules laid down in English cases for the apportionment of income 
between life tenants and remaindermen, between the corpus and the income 
of a decedent’s estate, etc., have a direct bearing on many controversies 
with the U. S. treasury department arising under the income tax law. This 
fourth edition (1916) is occasioned by the English finance act of August 
15, 1914, the first of the financial measures called forth by the war. 
The scale of rates of estate duty, what we know better as the inheritance 
tax, is given in full, ranging from 1% on estates running from £100 to 
£500 ($500 to $2,500) to 20% on estates amounting to one million pounds 
($5,000,000). In view of the record of the toll of deaths laid on the 
wealthier classes of the British empire by the war, it seems a bit unfair 
that the dependents of those who have given their lives for their country 
should be so penalized. There should be exemptions in such cases, and 
perhaps there are. W. H. L. 





DISSOLUTION, AMALGAMATION AND RECONSTRUCTION 
ACCOUNTS; by Ernest Evan Spicer, F.C.A. H, Foulks Lynch & 
Co., London. Second edition. 


A brief treatise in pamphlet form of some thirty-eight pages written 
“rather to assist the student sitting for one of the accountancy examina- 
tions to answer correctly and rapidly questions on dissolutions, amalgama- 
tions and reconstructions, than to put forward any original suggestions,” 
to quote from the preface. Interesting to compare with similar American 
questions on the kindred subjects of dissolutions, consolidations and 
reorganizations; also to reflect that cramming for examinations is an evil 
which even the oft-favored English apprenticeship system of training 
accountants does not seem able to eliminate. W. Hz. L. 
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Be 
Robert C. Spencer 


We regret to announce the death of Robert C. Spencer of Milwaukee. 
Mr. Spencer was largely responsible for the enactment of C. P. A. legisla- 
tion in Wisconsin and for many years had taken an active interest in the 
accountancy profession throughout the country. He was an honorary 
member of the Wisconsin Society of Certified Public Accountants. 





Many members of the American Association of Public Accountants, 
particularly those who attended the 1913 convention in Boston, will learn 
with deep regret of the death of Lethe Bizzell Hunter, eldest daughter 
of Joel Hunter, C.P.A., of Atlanta. Miss Hunter was present at the 
Boston convention and was prominent in all the social events of the 
meeting. 


Kentucky C. P. A. Law 


The legislature of Kentucky has passed house bill No. 83 providing for 
the establishment of a state board of accountancy and the issuance of 
certificates to certified public accountants. The text of this act appeared 
in THE JouRNAL oF AccouNTANCY for March, 1916. The act was signed 
by the governor of Kentucky, March 4, 1916. 





The New England Audit Company and Burchell, Clark & Logan, Inc., 
announce the combination of their organizations, retaining their separate 
corporate individualities and continuing jointly the practice of accounting, 
auditing and production engineering. 





The W. J. Miscally Company announces the admission of J. T. 
Stephenson, C. P.A., to the firm, which will be known as Miscally and 
Stephenson, certified public accountants, 1017 Atlanta National Bank 
Building, Atlanta, Georgia. 





Frederic Stewart, C.P.A., announces the removal of his office to Room 
618, Board of Trade Building, 131 State Street, Boston, Mass. 
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